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Be it enacted by the Legislature of the State of Texas:

ARTICLE 1. FIREFIGHTERS' RELIEF AND RETIREMENT FUND

SECTION 1.01. Section 1, Article 6243e.2(1), Revised Statutes, is amended by amend-
ing Subdivisions (1-a), (1-b), (3), (13-a), (15-a), (15-b), and (16) and adding Subdivi-
sions (1-c), (1-d), (1-e), (1-), (1-g), (3-a), (3-b), (3-c), (3-d), (10-a), (10-b), (11-a), (12-
a), (12-b), (12-c), (12-d), (12-e), (12-0, (12-g), (13-b), (13-c), (13-d), (13--e), (15-c), (15-
d), (15-e), (15-), (16-a), (16-b), (16-c), (16-d), (16-e), and (16-f) to read as follows:

(1-a) "Actuarial data" includes:
(A) the census data, assum tion tables, disclosure of methods, and financial informa-

tion that are routinely used by the fund actuary for the fund's valuation studies or an
actuarial experience study under Section 13D of this article; and

(B) other data that is reasonably. necessary to implement Sections 13A through 13F of
this article. ["Avrage inthly sulary" a-amone thirtys uith of the member's uet as
aifrefighter fo. the membr's highes~t 78 bi-.ek4y p--- 'ero9 during the member's
(1-b atioar a the fiend o, fth a the menig h a ign e fby Setsi tha8 1

three years, the total salary paid to the inember for the periods the member partieipated
i- the funad d~-ded by the number of months the mem~ber has partipated inthe %nd. I

a eber is no~t paid enthe basis ef biweekly pay perieds, "&verage menthly salary" is
determied an the beais ef the number ef pay per.d md0  r the p ayelprat..ee ef the

-ir~cpetlty sponsori.ng the fund. that met eoleoerrespond to 78 bioll pa

(1-b) "Actuarial experience study" has the meaning assigned by Section 802.1014,
Government Code ["Beneficiary A-at ehild" ineanz a ehild of a rner by birh or adop
siert Whe!

[(A) i not an eligible ehild; and
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[(B) is design~ated a beneficiary ofa ramber's. DROP ac3mnt by valid designatin
ttfnder Seetkoft 66 !1.

(1-c) "Amortization period" means the time period necessary to fully pay a liability
layer

(1-d) "Amortization rate" means the sum of the scheduled amortization payments for a
given fiscal year for the current liability layers divided by the projected pensionable
payroll for that fiscal year.

(1--e) "Assumed rate of return" means the assumed market rate of return on fund as-
sets, which is seven percent per annum unless adjusted as provided by this article.

(1-f) "Average monthly salary" means, if the member has participated in the fund for:
(A) three or more years, the total salary received by a member as a firefighter over the

member's:

(i) highest 78 biweekly pay periods for a member hired before the year 2017 effective
date, including a member who was hired before the year 2017 effective date and who in-
voluntarily separated from service but was retroactively reinstated in accordance with an
arbitration, civil service, or court ruling; or

(ii) last 78 biweekly pay periods ending before the earlier of the date the member
terminates employment with the fire department, divided by 36, or the member began
participation in the DROP, divided by 36; or

(B) fewer than three years, the total salary paid to the member for the periods the
member participated in the fund divided by the number of months the member has
participated in the fund.

If a member is not paid on the basis of biweekly pay periods, "average monthly salary" is
determined on the basis of the number of pay periods under the payroll practices of the
municipality sponsoring the fund that most closely correspond to 78 biweekly pay periods.

(1-g) "Beneficiary adult child" means a child of a member by birth or adoption who:

(A) is not an eligible child; and

(B) is designated a beneficiary of a member's DROP account by valid designation
under Section 5(-1).

(3) "Code" means the federal Internal Revenue Code of 1986, as amended.

(3-a) "Confidentiality agreement" means a letter agreement sent from the municipal
actuary or an independent actuary in which the municipal actuary or the independent
actuary, as applicable, agrees to comply with the confidentiality provisions of this article.

(3-b) "Corridor" means the range of municipal contribution rates that are:

(A) equal to or greater than the minimum contribution rate; and

(B) equal to or less than the maximum contribution rate.

(3-c) "Corridor margin" means five percentage points.

(3-d) "Corridor midpoint" means the projected municipal contribution rate specified
for each fiscal year for 31 years in the initial risk sharing valuation study under Section
13C of this article, and as may be adjusted under Section 13E or 13F of this article, and
in each case rounded to the nearest hundredths decimal place.

(10-a) "Employer normal cost rate" means the normal cost rate minus the member con-
tribution rate.

(10-b) "Estimated municipal contribution rate" means the municipal contribution rate
estimated in a final risk sharing valuation study under Section 13B or 13C of this article,
as applicable, as required by Section 13B(a)(5) of this article.

(11-a) "Fiscal year," except as provided by Section lB of this article, means a fiscal year
beginning on July 1 and ending on June 30.

(12-a) "Funded ratio" means the ratio of the fund's actuarial value of assets divided by
the fund's actuarial accrued liability.
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(12-b) "Legacy liability" means the unfunded actuarial accrued liability:
(A) for the fiscal year ending June 30, 2016, reduced to reflect:
(i) changes to benefits or contributions under this article that took effect on the year

2017 effective date; and
(ii) payments by the municipality and earnings at the assumed rate of return allocated

to the legacy liability from July 1, 2016, to July 1, 2017, excluding July 1, 2017; and
(B) for each subsequent fiscal year:
(i) reduced by the contributions for that year allocated to the amortization of the legacy

liability; and
(ii) adjusted by the assumed rate of return.
(12-c) "Level percent of payroll method" means the amortization method that defines

the amount of the liability layer recognized each fiscal year as a level percent of pension-
able payroll until the amount of the liability layer remaining is reduced to zero.

(12-d) "Liability gain layer" means a liability layer that decreases the unfunded
actuarial accrued liability.

(12-e) "Liability layer" means the legacy liability established in the initial risk sharing
valuation study under Section 13C of this article and the unanticipated change as
established in each subsequent risk sharing valuation study prepared under Section 13B
of this article.

(12-f) "Liability loss layer" means a liability layer that increases the unfunded
actuarial accrued liability. For purposes of this article, the legacy liability is a liability
loss layer

(12-g) "Maximum contribution rate" means the rate equal to the corridor midpoint
plus the corridor margin.

(13-a) "Minimum contribution rate" means the rate equal to the corridor midpoint
minus the corridor margin [" Noral retirenot age" nens th arlier -.

[(A) tho age at whieh the member attan 20 years of serviee, er
[(B) the age at whieh the memaber first attain the age of at least 60 years and at leas

10 years of service].
(13-b) "Municipality" means a municipality in this state having a population of more

than 2 million.

(13-c) "Municipal contribution rate" means a percent of pensionable payroll that is the
sum of the employer normal cost rate and the amortization rate for liability layers, except
as determined otherwise under the express provisions of Sections 13E and 13F of this
article.

(13-d) "Normal cost rate" means the salary weighted average of the individual normal
cost rates determined for the current active population plus an allowance for projected
administrative expenses. The allowance for projected administrative expenses equals the
administrative expenses divided by the pensionable payroll for the previous fiscal year,
provided the administrative allowance may not exceed 1.25 percent of the pensionable
payroll for the current fiscal year unless agreed to by the municipality.

(13-e) "Normal retirement age" means:

(A) for a member, including a member who was hired before the year 2017 effective
date and who involuntarily separated from service but has been retroactively reinstated
in accordance with an arbitration, civil service, or court ruling, hired before the year 2017
effective date, the age at which the member attains 20 years of service; or

.(B) except as provided by Paragraph (A) of this subdivision, for a member hired or
rehired on or after the year 2017 effective date, the age at which the sum of the member's
age, in years, and the member's years of participation in the fund equals at least 70.

(15-a) "Payoff year" means the year a liability layer is fully amortized under the amor-
tization period. A payoff year may not be extended or accelerated for a period that is less
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than one month. ["PROP" merta the post retirmn opio pla une *dSetin SA ~
thift-artie-

(15-b) "Pensionable payroll" means the aggregate salary of all the firefighters on active
service, including all firefighters participating in an alternative retirement plan
established under Section 1C of this article, in an applicable fiscal year ["PROP-set"
matto the no~tional aeem es.t ablised to refleet the eredits and eetributions of it
memrber or arvin ' ' ie who has made a PROP eleetion in iteeardanee wth Setieft
5A of thie article].

(15-c) "Price inflation assumption" means:

(A) the most recent headline consumer price index 10-year forecast published in the
Federal Reserve Bank of Philadelphia Survey of Professional Forecasters; or

(B) if the forecast described by Paragraph (A) of this subdivision is not available, an-
other standard as determined by mutual agreement between the municipality and the
board.

(15-d) "Projected pensionable payroll" means the estimated pensionable payroll for the
fiscal year beginning 12 months after the date of the risk sharing valuation study pre-
pared under Section 13B of this article at the time of calculation by:

(A) projecting the prior fiscal year's pensionable payroll forward two years using the
current payroll growth rate assumptions; and

(B) adjusting, if necessary, for changes in population or other known factors, provided
those factors would have a material impact on the calculation, as determined by the
board.

(15-e) "PROP" means the post-retirement option plan under Section 5A of this article.

(15-f) "PROP account" means the notional account established to reflect the credits and
contributions of a member or surviving spouse who made a PROP election in accordance
with Section 5A of this article before the year 2017 effective date.

(16) "Salary" means wages as defined by Section 3401(a) of the code, [the-emeats
inL dabi... ie ab ma cum crL] plus any amount not includable in gross income
under Section 104(a)(1), Section 125, Section 132(f), Section 402(g)(2) [409(e)(0)-er-(h],
Section 457 [408(b)], or Section 414(h)(2) [414(h)] of the code, except that with respect to
amounts earned on or after the year 2017 effective date, salary excludes overtime pay
received by a firefighter or the amount by which the salary earned by a firefighter on the
basis of the firefighter's appointed position exceeds the salary of the firefighter's highest
tested rank.

(16-a) "Third quarter line rate" means the corridor midpoint plus 2.5 percentage
points.

(16-b) "Ultimate entry age normal" means an actuarial cost method under which a
calculation is made to determine the average uniform and constant percentage rate of
contributions that, if applied to the compensation of each member during the entire pe-
riod of the member's anticipated covered service, would be required to meet the cost of all
benefits payable on the member's behalf based on the benefits provisions for newly hired
employees. For purposes of this definition, the actuarial accrued liability for each member
is the difference between the member's present value of future benefits based on the tier of
benefits that apply to the member and the member's present value of future normal costs
determined using the normal cost rate.

(16-c) "Unfunded actuarial accrued liability" means the difference between the
actuarial accrued liability and the actuarial value of assets. For purposes of this definition:

(A) "actuarial accrued liability" means the portion of the actuarial present value of
projected benefits attributed to past periods of member service based on the cost method
used in the risk sharing valuation study prepared under Section 13B or 13C of this
article, as applicable; and

(B) "actuarial value of assets" means the value of fund investments as calculated using
the asset smoothing method used in the risk sharing valuation study prepared under Sec-
tion 13B or 13C of this article, as applicable.
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(16-4) "Unanticipated change" means, with respect to the unfunded actuarial accrued
liability in each subsequent risk sharing valuation study prepared under Section 13B of
this article, the difference between:

(A) the remaining balance of all then-existing liability layers as of the date of the risk
sharing valuation study; and

(B) the actual unfunded actuarial accrued liability as of the date of the risk sharing
valuation study.

(16-e) "Unused leave pay" means the accrued value of unused leave time payable to an
employee after separation from service in accordance with applicable law and agreements.

(16-f) "Year 2017 effective date" means the date on which S.B. No. 2190, Acts of the
85th Legislature, Regular Session, 2017, took effect.

SECTION 1.02. Article 6243e.2(1), Revised Statutes, is amended by adding Sections
1A, 1B, 1C, ID, and 1E to read as follows:

Sec. 1A. INTERPRETATION OF ARTICLE. This article, including Sections 2(p) and
(p-l) of this article, does not and may not be interpreted to:

(1) relieve the municipality, the board, or the fund of their respective obligations under
Sections 13A through 13F of this article;

(2) reduce or modify the rights of the municipality, the board, or the fund, including
any officer or employee of the municipality, board, or fund, to enforce obligations described
by Subdivision (1) of this section;

(3) relieve the municipality, including any official or employee of the municipality,
from:

(A) paying or directing to pay required contributions to the fund under Section 13 or
13A of this article or carrying out the provisions of Sections 13A through 13F of this
article; or

(B) reducing or modifying the rights of the board and any officer or employee of the
board or fund to enforce obligations described by Subdivision (1) of this section;

(4) relieve the board or fund, including any officer or employee of the board or fund,
from any obligation to implement a benefit change or carry out the provisions of Sections
13A through 13F of this article; or

(5) reduce or modify the rights of the municipality and any officer or employee of the
municipality to enforce an obligation described by Subdivision (4) of this section.

Sec. lB. FISCAL YEAR. If either the fund or the municipality changes its respective
fiscal year, the fund and the municipality may enter into a written agreement to change
the fiscal year for purposes of this article. If the fund and municipality enter into an
agreement described by this section, the parties shall, in the agreement, adjust the provi-
sions of Sections 13A through 13F of this article to reflect that change.

Sec. 1C. ALTERNATIVE RETIREMENT PLANS. (a) In this section, "salary-based
benefit plan" means a retirement plan provided by the fund under this article that
provides member benefits calculated in accordance with a formula that is based on
multiple factors, one of which is the member's salary at the time of the member's
retirement.

(b) Notwithstanding any other law, including Section 13G of this article, the board
and the municipality may enter into a written agreement to offer an alternative retire-
ment plan or plans, including a cash balance retirement plan or plans, if both parties
consider it appropriate,

(c) Notwithstanding any other law, including Section 13G of this article, if beginning
with the final risk sharing valuation study prepared under Section 13B of this article on
or after July 1, 2021, either the funded ratio of the fund is less than 65 percent as
determined in the final risk sharing valuation study without making any adjustments
under Section 13E or 13F of this article, or the funded ratio of the fund is less than 65
percent as determined in a revised and restated risk sharing valuation study prepared
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under Section 13B(a)(7) of this article, the board and the municipality shall, as soon as
practicable but not later than the 60th day after the date the determination is made:

(1) enter into a written agreement to establish a cash balance retirement plan that
complies with Section 1D of this article; and

(2) require each firefighter first hired by the municipality on or after the 90th day after
the date the cash balance retirement plan is established to participate in the cash balance
retirement plan established under this subsection instead of participating in the salary-
based benefit plan, provided the firefighter would have otherwise been eligible to partici-
pate in the salary-based benefit plan.

Sec. 1D. REQUIREMENTS FOR CERTAIN CASH BALANCE RETIREMENT
PLANS. (a) In this section:

(1) "Cash balance plan participant" means a firefighter who participates in a cash bal-
ance retirement plan.

(2) "Cash balance retirement plan" means a cash balance retirement plan established
by written agreement under Section 1C(b) or 1C(c) of this article.

(3) "Interest" means the interest credited to a cash balance plan participant's notional
account, which may not:

(A) exceed a percentage rate equal to the cash balance retirement plan's most recent five
fiscal years' smoothed rate of return; or

(B) be less than zero percent.

(4) "Salary-based benefit plan" has the meaning assigned by Section 1C of this article.

(b) The written agreement establishing a cash balance retirement plan must:

(1) provide for the administration of the cash balance retirement plan;

(2) provide for a closed amortization period not to exceed 20 years from the date an
actuarial gain or loss is realized;

(3) provide for the crediting of municipal and cash balance plan participant contribu-
tions to each cash balance plan participant's notional account;

(4) provide for the crediting of interest to each cash balance plan participant's notional
account;

(5) include a vesting schedule;

(6) include benefit options, including options for cash balance plan participants who
separate from service prior to retirement;

(7) provide for death and disability benefits;

(8) allow a cash balance plan participant who is eligible to retire under the plan to
elect to:

(A) receive a monthly annuity payable for the life of the cash balance plan participant
in an amount actuarially determined on the date of the cash balance plan participant's
retirement based on the cash balance plan participant's accumulated notional account
balance annuitized in accordance with the actuarial assumptions and actuarial methods
established in the most recent actuarial experience study conducted under Section 13D of
this article, except that the assumed rate of return applied may not exceed the fund's as-
sumed rate of return in the most recent risk sharing valuation study; or

(B) receive a single, partial lump-sum payment from the cash balance plan partici-
pant's accumulated notional account balance and a monthly annuity payable for life in
an amount determined in accordance with Paragraph (A) of this subdivision based on the
cash balance plan participant's notional account balance after receiving the partial lump-
sum payment; and

(9) include any other provision determined necessary by:

(A) the board and the municipality; or

(B) the fund for purposes of maintaining the tax-qualified status of the fund under Sec-
tion 401 of the code.
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(c) Notwithstanding any other law, including Section 13 of this article, a firefighter
who participates in a cash balance retirement plan:

(1) subject to Subsection (d) of this section, is not eligible to be a member of and may
not participate in the fund's salary-based benefit plan; and

(2) may not accrue years of participation or establish service credit in the salary-based
benefit plan during the period the firefighter is participating in the cash balance retire-
ment plan.

(d) A cash balance plan participant is considered a member for purposes of Sections
13A through 13H of this article.

(e) At the time the cash balance retirement plan is implemented, the employer normal
cost rate of the cash balance retirement plan may not exceed the employer normal cost
rate for the salary-based benefit plan.

Sec. 1E. CONFLICT OF LAW. b the extent of a conflict between this article and any
other law, this article prevails.

SECTION 1.03. Section 2, Article 6243e.2(1), Revised Statutes, is amended by amend-
ing Subsection (b) and adding Subsection (t) to read as follows:

(b) The board of trustees of the fund shall be known as the "(name of municipality)
Firefighters' Relief and Retirement Fund Board of Trustees" and the fund shall be
known as the "(name of municipality) Firefighters' Relief and Retirement Fund." The
board consists of 10 trustees, including:

(1) the mayor or an appointed representative of the mayor;

(2) the director of finance or the director of finance's designee [treasure] of the
municipality or, if there is not a director of finance [treasurer], the highest ranking em-
ployee of the municipality, excluding elected officials, with predominately financial re-
sponsibilities, as determined by the mayor or that employee's designee [seeie-y eleik
or other person whe by lw, charter preion o~,r rdinan- c perferrne the dutyof trea

(3) five firefighters who are members of the fund;

(4) one person who is a retired firefighter and a member of the fund with at least 20
years of participation; and

(5) two persons, each of whom is a registered voter of the municipality, has been a res-
ident of the municipality for at least one year preceding the date of initial appointment,
and is not a municipal officer or employee.

(t) The officers and employees of the municipality are fully protected and free of li-
ability for any action taken or omission made or any action or omission suffered by them
in good faith, objectively determined, in the performance of their duties related to the
fund. The protection from liability provided by this subsection is cumulative of and in ad-
dition to any other constitutional, statutory, or common law official or governmental im-
munity, defense, and civil or procedural protection provided to the municipality as a
governmental entity and to a municipal official or employee as an official or employee of a
governmental entity. Except for a waiver expressly provided by this article, this article
does not grant an implied waiver of any immunity.

SECTION 1.04. Article 6243e.2(1), Revised Statutes, is amended by adding Sections
2A and 2B to read as follows:

Sec. 2A QUALIFICATIONS OF MUNICIPAL ACTUARY (a) An actuary hired by the
municipality for purposes of this article must be an actuary from a professional service
firm who:

(1) is not already engaged by the fund or any other pension system authorized under
Article 6243g-4, Revised Statutes, or Chapter 88 (H.B. 1573), Acts of the 77th Legislature,
Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), to provide actuarial
services to the fund or pension system, as applicable;

(2) has a minimum of 10 years of professional actuarial experience; and
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(3) is a fellow of the Society of Actuaries or a member of the American Academy of
Actuaries and who, in carrying out duties for the municipality, has met the applicable
requirements to issue statements of actuarial opinion.

(b) Notwithstanding Subsection (a) of this section, the municipal actuary does not need
to meet any greater qualifications than those required by the board for the fund actuary.

Sec. 2B. REPORT ON INVESTMENTS BY INDEPENDENT INVESTMENT
CONSULTANT At least once every three years, the board shall hire an independent
investment consultant to conduct a review of fund investments and submit a report to the
board and the municipality concerning the review or demonstrate in the fund's annual
financial report that the review was conducted. The independent investment consultant
shall review and report on at least the following:

(1) the fund's compliance with its investment policy statement, ethics policies, includ-
ing policies concerning the acceptance of gifts, and policies concerning insider trading;

(2) the fund's asset allocation, including a review and discussion of the various risks,
objectives, and expected future cash flows;

(3) the fund's portfolio structure, including the fund's need for liquidity, cash income,
real return, and inflation protection and the active, passive, 6r index approaches for dif-
ferent portions of the portfolio;

(4) investment manager performance reviews and an evaluation of the processes used
to retain and evaluate managers;

(5) benchmarks used for each asset class and individual manager;

(6) an evaluation of fees and trading costs;

(7) an evaluation of any leverage, foreign exchange, or other hedgingtransaction; and

(8) an evaluation of investment-related disclosures in the fund's annual reports.

SECTION 1.05. Section 3(d), Article 6243e.2(1), Revised Statutes, is amended to read
as follows:

(d) The board may have an actuarial valuation performed each year, and for determin-
ing the municipality's contribution rate as provided by Section 13A [4-8(4)] of this article,
the board may adopt a new actuarial valuation each year[, xept that an aettuaril al.
atior. that wiH res ..lt in e inraae mipa4 eentiutX.. ra.te that is above the stat

ter ranirttmma .be eaojfd erly ones ev;ery thr-ee years, tines the govrnig bodyo

SECTION 1.06. Article 6243e.2(1), Revised Statutes, is amended by adding Section
3A to read as follows:

Sec. 3A. CERTAIN ALTERATIONS BY LOCAL AGREEMENT. (a) Except as
provided by Subsection (b) of this section, the board is authorized, on behalf of the
members or beneficiaries of the fund, to alter benefit types or amounts, the means of
determining contribution rates, or the contribution rates provided under this article if the
alteration is included in a written agreement between the board and the municipality. An
agreement entered into under this section:

(1) must:
(A) if the agreement concerns benefit increases, other than benefit increases that are the

result of Section 13E of this article, adhere to the processes and standards set forth in
Section 10 of this article; and

(B) operate prospectively only; and

(2) may not, except as provided by Sections 13A through 13F of this article, have the ef-
fect or result of increasing the unfunded liability of the fund.

(b) In a written agreement entered into between the municipality and the board under
this section, the parties may not:

(1) alter Sections 13A through 13F of this article, except and only to the extent neces-
sary to comply with federal law;
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(2) increase the assumed rate of return to more than seven percent per year;
(3) extend the amortization period of a liability layer to more than 30 years from the

first day of the fiscal year beginning 12 months after the date of the risk sharing valua-
tion study in which the liability layer is first recognized; or

(4) allow a municipal contribution rate in any year that is less than or greater than the
municipal contribution rate required under Section 13E or 13F of this article, as
applicable.

(c) If the board is directed or authorized in Sections 13A through 13F of this article to
effect an increase or decrease to benefits or contributions, this article delegates the author-
ity to alter provisions concerning benefits and contributions otherwise stated in this
article in accordance with the direction or authorization only to the extent the alteration
is set forth in an order or other written instrument and is consistent with this section, the
code, and other applicable federal law and regulations. The order or other written instru-
ment must be included in each applicable risk sharing valuation study under Section
13B or 13C of this article, as applicable, adopted by the board, and published in a man-
ner that makes the order or other written instrument accessible to the members.

SECTION 1.07. Section 4, Article 6243e.2(1), Revised Statutes, is amended by amend-
ing Subsections (a), (b), and (d) and adding Subsections (b-1) and (b-2) to read as
follows:

(a) A member [with at least 20 ye]a of partieipatie ] who terminates active service
for any reason other than death is entitled to receive a service pension provided by this
section if the member was:

(1) hired as a firefighter before the year 2017 effective date, including a member who
was hired before the year 2017 effective date and who involuntarily separated from ser-
vice but has been retroactively reinstated in accordance with an arbitration, civil service,
or court ruling, at the age at which the member attains 20 years of service; and

(2) except as provided by Subdivision (1) of this subsection and subject to Subsection
(b-2) of this section, hired or rehired as a firefighter on or after the year 2017 effective
date, when the sum of the member's age in years and the member's years of participation
in the fund equals at least 70.

(b) Except as otherwise provided by Subsection (d) of this section, the monthly service
pension for a member described by:

(1) Subsection (a)(1) of this section is equal to the sum of-
(A) the member's accrued monthly service pension based on the member's years of

participation before the year 2017 effective date, determined under the law in effect on the
date immediately preceding the year 2017 effective date;

(B) 2.75 percent of the member's average monthly salary multiplied by the member's
years of participation on or after the year 2017 effective date, for each year or partial year
of participation of the member's first 20 years of participation; and

(C) two percent of the member's average monthly salary multiplied by the member's
years of participation on or after the year 2017 effective date, for each year or partial year
of participation on or after the year 2017 effective date that occurred after the 20 years of
participation described by Paragraph (B) of this subdivision; and

(2) Subsection (a)(2) of this section is equal to the sum of
(A) 2.25 percent of the member's average monthly salary multiplied by the member's

years or partial years of participation for the member's first 20 years of participation; and

(B) two percent of the member's average monthly salary multiplied by the member's
years or partial years of participation for all years of participation that occurred after the
20 years of participation described by Paragraph (A) of this subdivision.

(b-1) For purposes of Subsection (b) of this section, partial years shall be computed to
the nearest one-twelfth of a year

(b-2) A member's monthly service pension under Subsection (a)(2) of this section may
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not exceed 80 percent of the member's average monthly salary [A member who te.minate
atlve seryvicon or afbe- November 1, 1997, otnd who has eompleted at lcaot 20 years e1

t , I~o ,n bte tmdn on theo effetive dat of termination of serve is e tit~ed to--&
Mefnthly Be i. * I begi.nng after the effcctive date of termin&tior of ative ser-

.I an m t equ.al to 50 percent of the member's avrg menthly salary, plu.s
three pereent of the rncmbcro aerage ontl sat for eaech year of p
emeess of 20 years, but not in emeess of BE) years of partieiatXo., for a unaiffuff total

(d) The total monthly benefit payable to a retired or disabled member, other than a
deferred retiree or active member who has elected the DROP under Section 5(b) of this
article, or payable to an eligible survivor of a deceased member as provided by Section
7(a) or 7(b) of this article, shall be increased by the following amounts: by $100, begin-
ning with the monthly payment made for July 1999; by $25, beginning with the monthly
payment made for July, 2000; and by $25, beginning with the monthly payment made
for July 2001. These additional benefits may not be increased under Section 11(c), (c-1),
or (c-2) of this article.

SECTION 1.08. Section 5, Article 6243e.2(1), Revised Statutes, is amended by amend-
ing Subsections (a), (b), (c), (d), and (m) and adding Subsections (a-1), (b-1), (b-2), (d-1),
(d-2), and (e-1) to read as follows:

(a) A member who is eligible to receive a service pension under Section 4(a)(1) 14] of
this article and who remains in active service may elect to participate in the deferred
retirement option plan provided by this section. A member who is eligible to receive a ser-
vice pension under Section 4(a)(2) of this article may not elect to participate in the
deferred retirement option plan provided by this section. On subsequently terminating
active service, a member who elected the DROP may apply for a monthly service pension
under Section 4 of this article, except that the effective date of the member's election to
participate in the DROP will be considered the member's retirement date for determin-
ing the amount of the member's monthly service pension. The member may also apply
for any DROP benefit provided under this section on terminating active service. An elec-
tion to participate in the DROP, once approved by the board, is irrevocable.

(a-1) The monthly benefit of a [A] DROP participant who has at least 20 years of
participation on the year 2017 effective date [prticiptnt'u monthly bnefit at retiremet]
is increased at retirement by two percent of the amount of the member's original benefit
for every full year of participation in the DROP by the member for up to 10 years of
participation in the DROP. For a member's final year of participation, but not beyond
the member's 10th year in the DROP, if a full year of participation is not completed, the
member shall receive a prorated increase of 0.166 percent of the member's original ben-
efit for each month of participation in that year. An increase provided by this subsection
does not apply to benefits payable under Subsection (1) of this section. An increase under
this subsection is applied to the member's benefit at retirement and is not added to the
member's DROP account. The total increase under this subsection may not exceed 20
percent for 10 years of participation in the DROP by the member. I

(b) A member may elect to participate in the DROP by complying with the election
process established by the board. The member's election may be made at any time begin-
ning on the date the member has completed 20 years of participation in the fund and is
otherwise eligible for a service pension under Section 4(a)(1) [4] of this article. [The-elee-
tiona beere effcctive en the first day of the month following the month in whieh the
board apprcs the memnber's DROP eltI.] Beginning on the first day of the month
following the month in which the member makes an election to participate in the DROP,
subject to board approval, and ending on the year 2017 effective date of the memlber'o
DROP eleetien], amounts equal to the deductions made from the member's salary under
Section 13(c) of this article shall be credited to the member's DROP account. Beginning
after the year 2017 effective date, amounts equal to the deductions made from -the
member's salary under Section 13(c) of this article may not be credited to the member's
DROP account.

(b-1) On or after the year 2017 effective date, an active [A] member may not partici-
pate in the DROP for more than 13 [19] years. If a DROP participant remains in active
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service after the 13th [-19thl anniversary of the effective date of the member's DROP
election:

(1) [-1 subsequent deductions from the member's salary under Section 13(c) of this
article, except for unused leave pay, may not be credited to the member's DROP account;
and

(2) the account shall continue to be credited with earnings in accordance with Subsec-
tion (d) of this section [and may not otheise inerease any benefit payable froem the
fun~dfor the member's serviee].

(b-2) For a member who is a DROP participant, the fund shall credit to the member's
DROP account, in accordance with Section 13(c-1) of this article, the amount of unused
leave pay otherwise payable to the member and received as a contribution to the fund
from the municipality.

(c) After a member's DROP election becomes effective, an amount equal to the monthly
service pension the member would have received under Section 4 of this article [and-See-
tion 11(e) ef this articki, if applicable, had the member terminated active service on the
effective date of the member's DROP election shall be credited to a DROP account
maintained for the member. That monthly credit to the member's DROP account shall
continue until the earlier of the date the member terminates active service or the 13th
[+1thl] anniversary of the [effeetivel date of the first credit to the member's DROP ac-
count [eleetie].

(d) A member's DROP account shall be credited with earnings at an annual rate equal
to 65 percent of the compounded average annual return earned by the fund over the five
years preceding, but not including, the year during which the credit is given.
Notwithstanding the preceding, however, the credit to the member's DROP account shall
be at an annual rate of not less than 2.5 [five] percent [ g tha 10 prnt], ir-
respective of actual earnings.

(d-1) Earnings credited to a member's DROP account under Subsection (d) of this sec-
tion [T ese-e nifgt shall be computed and credited at a time and in a manner
determined by the board, except that earnings shall be credited not less frequently than
once in each 13-month period and shall take into account partial years of participation
in the DROP[. if the member h"~ net terrnifated aetive serviee, the memnber's DR OP ac
caunt may not be eredited with earmng afer the 10th aw-.mversa-y of the cffcctive dat
of the mebRO DROP [lection].

(d-2) A member may not roll over accumulated unused sick or vacation time paid to
the member as a lump-sum payment after termination of active service into the member's
DROP account.

(e-1) In lieu of receiving a lump-sum payment on termination from active service, a
retired member who has been a DROP participant or; if termination from active service
was due to the DROP participant's death, the surviving spouse of the DROP participant
may elect to leave the retired member's DROP account with the fund and receive earnings
credited to the DROP account in the manner described by Subsection (d) of this section.

(m) A DROP participant with a break in service may receive service credit within
DROP for days worked after the regular expiration of the maximum [permitted] DROP
participation period prescribed by this section. The service credit shall be limited to the
number of days in which the participant experienced a break in service or the number of
days required to constitute 13 [40] years of DROP participation, whichever is smaller. A
retired member who previously participated in the DROP and who returns to active ser-
vice is subject to the terms of this section in effect at the time of the member's return to
active service.

SECTION 1.09. Section 5A, Article 6243e.2(1), Revised Statutes, is amended by add-
ing Subsection (o) to read as follows:

(o) Notwithstanding any other provision of this article, on or after the year 2017 effec-
tive date:

(1) a PROP participant may not have any additional amounts that the participant
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would otherwise receive as a monthly service pension or other benefits under this article
credited to the participant's PROP account; and

(2) a person, including a member or surviving spouse, may not elect to participate in
the PROP

SECTION 1.10. Section 8, Article 6243e.2(1), Revised Statutes, is amended to read
as follows:

Sec. 8. DEFERRED PENSION AT AGE 50; REFUND OF CONTRIBUTIONS. (a) On
or after the year 2017 effective date, a [A] member who is hired as a firefighter before the
year 2017 effective date, including a member who was hired before the year 2017 effective
date and who involuntarily separated from service but has been retroactively reinstated
in accordance with an arbitration, civil service, or court ruling, terminates active service
for any reason other than death with at least 10 years of participation, but -less than 20
years of participation, is entitled to a monthly deferred pension benefit, beginning at age
50, in an amount equal to 1.7 percent of the member's average monthly salary multiplied
by the amount of the member's years of participation.

(b) In lieu of the deferred pension benefit provided under Subsection (a) of this sec-
tion, a member who terminates active service for any reason other than death with at
least 10 years of participation, but less than 20 years of participation, may elect to
receive a lump-sum refund of the member's contributions to the fund with interest
computed at five percent, not compounded, for the member's contributions to the fund
made before the year 2017 effective date and without interest for the member's contribu-
tions to the fund made on or after the year 2017 effective date. A member's election to
receive a refund of contributions must be made on a form approved by the board. The
member's refund shall be paid as soon as administratively practicable after the member's
election is received.

(c) Except as provided by Subsection (a) of this section, a [A] member who is hired or
rehired as a firefighter on or after the year 2017 effective date or a member who terminates
employment for any reason other than death before the member has completed 10 years
of participation is entitled only to a refund of the member's contributions without inter-
est and is not entitled to a deferred pension benefit under this section or to any other
benefit under this article. The member's refund shall be paid as soon as administratively
practicable after the effective date of the member's termination of active service.

SECTION 1.11. Section 11, Article 6243e.2(1), Revised Statutes, is amended by
amending Subsection (c) and adding Subsections (c-1), (c-2), (c-3), and (c-4) to read as
follows:

(c) Subject to Subsection (c-3) of this section and except as provided by Subsection
(c-4) of this section, beginning with the fiscal year ending June 30, 2021, the [The]
benefits, including survivor benefits, payable based on the service of a member who has
terminated active service and who is or would have been at least 55 [48] years old,
received or is receiving an on-duty disability pension under Section 6(c) of this article, or
died under the conditions described by Section 7(c) of this article, shall be increased [by
three-pereent] in October of each year by a percentage rate equal to the most recent five
fiscal years' smoothed return, as determined by the fund actuary, minus 475 basis points
[and, if the benefit had not previottsly been subjeet to thatt adjustmeint, in the mntft of
the mebr's 48th birthday].

(c-1) Subject to Subsection (c-3) of this section and except as provided by Subsection
(c-4) of this section, for the fund's fiscal years ending June 30, 2018, and June 30, 2019,
the benefits, including survivor benefits, payable based on the service of a member who is
or would have been at least 70 years old and who received or is receiving a service pen-
sion under Section 4 of this article, received or is receiving an on-duty disability pension
under Section 6(c) of this article, or died under the conditions described by Section 7(c) of
this article, shall be adjusted in October of each applicable fiscal year by a percentage
rate equal to the most recent five fiscal years' smoothed return, as determined by the fund
actuary, minus 500 basis points.

(c-2) Subject to Subsection (c-3) of this section and except as provided by Subsection
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(c-4) of this section, for the fund's fiscal year ending June 30, 2020, members described by
Subsection (c-1) of this section shall receive the increase provided under Subsection (c) of
this section.

(c-3) The percentage rate prescribed by Subsections (c), (c-1), and (c-2) of this section
may not be less than zero percent or more than four percent, irrespective of the return rate
of the fund's investment portfolio.

(c-4) Each year after the year 2017 effective date, a member who elects to participate in
the DROP under Section 5 of this article may not receive the increase provided under
Subsection (c), (c-1), or (c-2) of this section in any October during which the member
participates in the DROP

SECTION 1.12. The heading to Section 13, Article 6243e.2(1), Revised Statutes, is
amended to read as follows:

Sec. 13. MEMBERSHIP AND MEMBER CONTRIBUTIONS.

SECTION 1.13. Section 13, Article 6243e.2(1), Revised Statutes, is amended by
amending Subsection (c) and adding Subsections (c-1) and (c-2) to read as follows:

(c) Subject to adjustments authorized by Section 13E or 13F of this article, each [EBaeh]
member in active service shall make contributions to the fund in an amount equal to
10.5 [8-851 percent of the member's salary at the time of the contribution[,-nd asofJ
1, 2004, in an amm eqa tonn percent of the member's salary at the timez of tho
eentribubie].

(-1) In addition to the contribution under Subsection (c) of this section, each DROP
participant, as identified by the fund to the municipality for purposes of this subsection,
shall contribute to the fund an amount equal to 100 percent of the participant's unused
leave pay that would otherwise. be payable to the member The fund shall credit any
unused leave pay amount contributed by a DROP participant to the participant's DROP
account.

(c-2) The governing body of the municipality shall deduct from the salary of each
member the contribution required by this section the ::ntr:bti:.s fi-n the msemer's
salar] and shall forward the contributions to the fund as soon as practicable.

SECTION 1.14. Article 6243e.2(1), Revised Statutes, is amended by adding Sections
13A, 13B, 13C, 13D, 13E, 13F, 13G, and 13H to read as follows:

Sec. 13A MUNICIPAL CONTRIBUTIONS, (a) Beginning with the year 2017 effec-
tive date, the municipality shall make contributions to the fund as provided by this sec-
tion and Section 13B, 13C, 13E, or 13F of this article, as applicable. The municipality
shall contribute:

(1) beginning with the year 2017 effective date and ending with the fiscal year ending
June 30, 2018, an amount equal to the municipal contribution rate, as determined in the
initial risk sharing valuation study conducted under Section 13C of this article and
adjusted under Section 13E or 13F of this article, as applicable, multiplied by the pension-
able payroll for the fiscal year, and

(2) for each fiscal year after the fiscal year ending June 30, 2018, an amount equal to
the municipal contribution rate, as determined in a subsequent risk sharing valuation
study conducted under Section 13B of this article and adjusted under Section 13E or 13F
of this article, as applicable, multiplied by the pensionable payroll for the applicable fis-
cal year

(b) Except by written agreement between the municipality and the board providing for
an earlier contribution date, at least biweekly, the municipality shall make the contribu-
tions required by Subsection (a) of this section by depositing with the fund an amount
equal to the municipal contribution rate multiplied by the pensionable payroll for the ap-
plicable biweekly period.

(c) With respect to each fiscal year:

(1) the first contribution by the municipality under this section for the fiscal year shall
be made not later than the date payment is made to firefighters for their first full biweekly
pay period beginning on or after the first day of the fiscal year; and
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(2) the final contribution by the municipality under this section for the fiscal year shall
be made not later than the date payment is made to firefighters for the final biweekly pay
period of the fiscal yearn

(d) In addition to the amounts required under this section, the municipality may at
any time contribute additional amounts for deposit in the fund by entering into a written
agreement with the board.

(e) Notwithstanding any other law, the municipality may not issue a pension obliga-
tion bond to fund the municipal contribution rate under this section.

Sec. 13B. RISK SHARING VALUATION STUDIES. (a) The fund and the municipal-
ity shall separately cause their respective actuaries to prepare a risk sharing valuation
study in accordance with this section and actuarial standards of practice. A risk sharing
valuation study must:

(1) be dated as of the first day of the fiscal year in which the study is required to be
prepared;

(2) be included in the fund's standard valuation study prepared annually for the fund;

(3) calculate the unfunded actuarial accrued liability of the fund;
(4) be based on actuarial data provided by the fund actuary or if actuarial data is not

provided, on estimates of actuarial data;

(5) estimate the municipal contribution rate, taking into account any adjustments
required under Section 13E or 13F of this article for all applicable prior fiscal years;

(6) subject to Subsection (g) of this section, be based on the following assumptions and
methods that are consistent with actuarial standards of practice:

(A) an ultimate entry age normal actuarial method;

(B) for purposes of determining the actuarial value of assets:

Ci) except as provided by Subparagraph (ii) of this paragraph and Section, 13E(c)(1) or
13F(c) (2) of this article, an asset smoothing method recognizing actuarial losses and
gains over a five-year period applied prospectively beginning on the year 2017 effective
date; and

(ii) for the initial risk sharing valuation study prepared under Section 13C of this
article, a marked-to-market method applied as of June 30, 2016;

(C) closed layered amortization of liability layers to ensure that the amortization pe-
riod for each layer begins 12 months after the date of the risk sharing valuation study in
which the liability layer is first recognized;

(D) each liability layer is assigned an amortization period;

(E) each liability loss layer amortized over a period of 30 years from the first day of the
fiscal year beginning 12 months after the date of the risk sharing valuation study in
which the liability loss layer is first recognized, except that the legacy liability must be
amortized from July 1, 2016, for a 30-year period beginning July 1, 2017;

(F) the amortization period for each liability gain layer being:

Ci) equal to the remaining amortization period on the largest remaining liability loss
layer and the two layers must be treated as one layer such. that if the payoff year of the
liability loss layer is accelerated or extended, the payoff year of the liability gain layer is
also accelerated or extended; or

(ii) if there is no liability loss layer, a period of 30 years from the first day of the fiscal
year beginning 12 months after the date of the risk sharing valuation study in which the
liability gain layer is first recognized;

(G) liability layers, including the legacy liability, funded according to the level percent
of payroll method;

(H) the assumed rate of return, subject to adjustment under Section 13E(c)(2) of this
article or, if Section 13Cg) of this article applies, adjustment in accordance with a writ-
ten agreement, except the assumed rate of return may not exceed seven percent per an-
num;
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(I) the price inflation assumption as of the most recent actuarial experience study,
which may be reset by the board by plus or minus 50 basis points based on that actuarial
experience study;

(J) projected salary increases and payroll growth rate set in consultation with the
municipality's finance director; and

(K) payroll for purposes'of determining the corridor midpoint and municipal contribu-
tion rate must be projected using the annual payroll growth rate assumption, which for
purposes of preparing any amortization schedule may not exceed three percent; and

(7) be revised and restated, if appropriate, not later than:

(A) the date required by a written agreement entered into between the municipality and
the board; or

(B) the 30th day after the date required action is taken by the board under Section 13E
or 13F of this article to reflect any changes required by either section.

(b) As soon as practicable after the end of a fiscal year, the fund actuary at the direc-
tion of the fund and the municipal actuary at the direction of the municipality shall
separately prepare a proposed risk sharing valuation study based on the fiscal year that
just ended.

(c) Not later than September 30 following the end of the fiscal year, the fund shall
provide to the municipal actuary, under a confidentiality agreement in which the munici-
pal actuary agrees to comply with the confidentiality provisions of Section 17 of this
article, the actuarial data described by Subsection (a)(4) of this section.

(d) Not later than the 150th day after the last day of the fiscal year:

(1) the fund actuary, at the direction of the fund, shall provide the proposed risk shar-
ing valuation study prepared by the fund actuary under Subsection (b) of this section to
the municipal actuary; and

(2) the municipal actuary, at the direction of the municipality, shall provide the
proposed risk sharing valuation study prepared by the municipal actuary under Subsec-
tion (b) of this section to the fund actuary.

(e) Each actuary described by Subsection (d) of this section may provide copies of the
proposed risk sharing valuation studies to the municipality or to the fund, as appropriate.

(f) If after exchanging proposed risk sharing valuation studies under Subsection (d) of
this section, it is found that the difference between the estimated municipal contribution
rate recommended in the proposed risk sharing valuation study prepared by the fund
actuary and the estimated municipal contribution rate recommended in the proposed risk
sharing valuation study prepared by the municipal actuary for the corresponding fiscal
year is:

(1) less than or equal to two percentage p6ints, the estimated municipal contribution
rate recommended by the fund actuary will be the estimated municipal contribution rate
for purposes of Subsection (a)(5) of this section, and the proposed risk sharing valuation
study prepared for the fund is considered to be the final risk sharing valuation study for
the fiscal year for the purposes of this article; or

(2) greater than two percentage points, the municipal actuary and the fund actuary
shall have 20 business days to reconcile the difference, provided that, without the mutual
agreement of both actuaries, the difference in the estimated municipal contribution rate
recommended by the municipal actuary and the estimated municipal contribution rate
recommended by the fund actuary may not be further increased and:

(A) if, as a result of reconciliation efforts under this subdivision, the difference is
reduced to less than or equal to two percentage points:

Ci) subject to any adjustments under Section 13E or 13F of this article, as applicable,
the estimated municipal contribution rate proposed under the reconciliation by the fund
actuary will be the estimated municipal contribution rate for purposes of Subsection
(a)(5) of this section; and

(ii) the fund's risk sharing valuation study is considered to be the final risk sharing
valuation study for the fiscal year for the purposes of this article; or
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(B) if after 20 business days, the fund actuary and the municipal actuary are not able
to reach a reconciliation that reduces the difference to an amount less than or equal to
two percentage points, subject to any adjustments under Section 13E or 13F of this
article, as applicable:

(i) the municipal actuary at the direction of the municipality and the fund actuary at
the direction of the fund each shall deliver to the finance director of the municipality and
the executive director of the fund a final risk sharing valuation study with any agreed-to
changes, marked as the final risk sharing valuation study for each actuary; and

(ii) not later than the 90th day before the first day of the next fiscal year; the finance
director and the executive director shall execute a joint addendum to the final risk shar-
ing valuation study received under Subparagraph (i) of this paragraph that is a part of
the final risk sharing valuation study for the fiscal year for all purposes and reflects the
arithmetic average of the estimated municipal contribution rates for the fiscal year stated
by the municipal actuary and the fund actuary in the final risk sharing valuation study
for purposes of Subsection (a)(5) of this section.

(g) The assumptions and methods used and the types of actuarial data and financial
information used to prepare the initial risk sharing valuation study under Section 13C of
this article shall be used to prepare each subsequent risk sharing valuation study under
this section, unless changed based on the actuarial experience study conducted under Sec-
tion 13D of this article.

(h) The actuarial data provided under Subsection (a)(4) of this section may not include
the identifying information of individual members.

Sec. 13C. INITIAL RISK SHARING VALUATION STUDIES; CORRIDOR
MIDPOINT (a) The fund and the municipality shall separately cause their respective
actuaries to prepare an initial risk sharing valuation study that is dated as of July 1,
2016, in accordance with this section. An initial risk sharing valuation study must:

(1) except as otherwise provided by this section, be prepared in accordance with Section
13B of this article and, for purposes of Section 13B(a)(4) of this article, be based on
actuarial data as of June 30, 2016, or, if actuarial data is not provided, on estimates of
actuarial data; and

(2) project the corridor midpoint for 31 fiscal years beginning with the fiscal year
beginning July 1, 2017.

(b) If the initial risk sharing valuation study has not been prepared consistent with
this section before the year 2017 effective date, as soon as practicable after the year 2017
effective date:

(1) the fund shall provide to the municipal actuary, under a confidentiality agreement,
the necessary actuarial data used by the fund actuary to prepare the proposed initial risk
sharing valuation study; and

(2) not later than the 30th day after the date the municipal actuary receives the
actuarial data:

(A) the municipal actuary, at the direction of the municipality, shall provide a proposed
initial risk sharing valuation study to the fund actuary; and

(B) the fund actuary, at the direction of the fund, shall provide a proposed initial risk
sharing valuation study to the municipal actuary.

(c) If, after exchanging proposed initial risk sharing valuation studies under Subsec-
tion (b)(2) of this section, it is determined that the difference between the estimated mu-
nicipal contribution rate for any fiscal year recommended in the proposed initial risk
sharing valuation study prepared by the fund actuary and the estimated municipal con-
tribution rate for any fiscal year recommended in the proposed initial risk sharing valua-
tion study~prepared by the municipal actuary is:

(1) less than or equal to two percentage points, the estimated municipal contribution
rate for that fiscal year recommended by the fund actuary will be the estimated municipal
contribution rate for purposes of Section 13B(a)(5) of this article; or
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(2) greater than two percentage points, the municipal actuary and the fund actuary
shall have 20 business days to reconcile the difference and:

(A) if as a result of reconciliation efforts under this subdivision, the difference in any
fiscal year is reduced to less than or equal to two percentage points, the estimated munic-
ipal contribution rate recommended by the fund actuary for that fiscal year will be the
estimated municipal contribution rate for purposes of Section 13B(a)(5) of this article; or

(B) if after 20 business days, the municipal actuary and the fund actuary are not able
to reach a reconciliation that reduces the difference to an amount less than or equal to
two percentage points for any fiscal year:

(i) the' municipal actuary at the direction of the municipality and the fund actuary at
the direction of the fund each shall deliver to the finance director of the municipality and
the executive director of the fund a final initial risk sharing valuation study with any
agreed-to changes, marked as the final initial risk sharing valuation study for each actu-
ary; and

(ii) the finance director and the executive director shall execute a joint addendum to the
final initial risk sharing valuation study that is a part of each final initial risk sharing
valuation study for all purposes and that reflects the arithmetic average of the estimated
municipal contribution rate for each fiscal year in which the difference was greater than
two percentage points for purposes of Section 13B(a)(5) of this article.

(d) In preparing the initial risk sharing valuation study, the municipal actuary and
fund actuary shall:

(1) adjust the actuarial value of assets to be equal to the market value of assets as of
July 1, 2016; and

(2) assume benefit and contribution changes under this article as of the year 2017 effec-
tive date.

(e) If the municipal actuary does not prepare an initial risk sharing valuation study
for purposes of this section, the fund actuary's initial risk sharing valuation study will be
used as the final risk sharing valuation study for purposes of this article unless the
municipality did not prepare a proposed initial risk sharing valuation study because the
fund actuary did not provide the necessary actuarial data in a timely manner. If the
municipality did not prepare a proposed initial risk sharing valuation study because the
fund actuary did not provide the necessary actuarial data in a timely manner, the munic-
ipal actuary shall have 60 days to prepare the proposed initial risk sharing valuation
study on receipt of the necessary information.

(f) If the fund actuary does not prepare a proposed initial risk sharing valuation study
for purposes of this section, the proposed initial risk sharing valuation study prepared by
the municipal actuary will be the final risk sharing valuation study for purposes of this
article.

(g) The municipality and the board may agree on a written transition plan for reset-
ting the corridor midpoint:

(1) if at any time the funded ratio is equal to or greater than 100 percent; or

(2) for any fiscal year after the payoff year of the legacy liability.

(h) If the municipality and the board have not entered into an agreement described by
Subsection (g) of this section in a given fiscal year, the corridor midpoint will be the cor-
ridor midpoint determined for the 31st fiscal year in the initial risk sharing valuation
study prepared in accordance with this section.

(i) If the municipality makes a contribution to the fund of at least $5 million more
than the amount that would be required by Section 13A(a) of this article, a liability gain
layer with the same remaining amortization period as the legacy liability is created and
the corridor midpoint shall be decreased by the amortized amount in each fiscal year
covered by the liability gain layer produced divided by the projected pensionable payroll.

Sec. 13D. ACTUARIAL EXPERIENCE STUDIES. (a) At least once every four years,
the fund actuary at the direction of the fund shall conduct an actuarial experience study
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in accordance with actuarial standards of practice. The actuarial experience study
required by this subsection must be completed not later than September 30 of the year in
which the study is required to be conducted.

(b) Except as otherwise expressly provided by Sections 13B(a) (6) (A)-(I) of this article,
actuarial assumptions and methods used in the preparation of a risk sharing valuation
study, other than the initial risk sharing valuation study, shall be based on the results of
the most recent actuarial experience study.

(c) Not later than the 180th day before the date the board may consider adopting any
assumptions and methods for purposes of Section 13B of this article, the fund shall
provide the municipal actuary with a substantially final draft of the fund's actuarial ex-
perience study, including:

(1) all assumptions and methods recommended by the fund actuary; and

(2) summaries of the reconciled actuarial data used in creation of the actuarial experi-
ence study.

(d) Not later than the 60th day after the date the municipality receives the final draft
of the fund's actuarial experience study under Subsection (c) of this section, the municipal
actuary and fund actuary shall confer and cooperate on reconciling and producing a final
actuarial experience study. During the period prescribed by this subsection, the fund actu-
ary may modify the recommended assumptions in the draft actuarial experience study to
reflect any changes to assumptions and methods to which the fund actuary and the mu-
nicipal actuary agree.

(e) At the municipal actuary's written request, the fund shall provide additional
actuarial data used by the fund actuary to prepare the draft actuarial experience study,
provided that confidential data may only be provided subject to a confidentiality agree-
ment in which the municipal actuary agrees to comply with the confidentiality provisions
of Section 17 of this article.

(f) The municipal actuary at the direction of the municipality shall provide in writing
to the fund actuary and the fund:

(1) any assumptions and methods recommended by the municipal actuary that differ
from the assumptions and methods recommended by the fund actuary; and

(2) the municipal actuary's rationale for each method or assumption the actuary
recommends and determines to be consistent with standards adopted by the Actuarial
Standards Board.

(g) Not later than the 30th day after the date the fund actuary receives the municipal
actuary's written recommended assumptions and methods and rationale under Subsec-
tion (f) of this section, the fund shall provide a written response to the municipality
identifying any assumption or method recommended by the municipal actuary that the
fund does not accept. If any assumption or method is not accepted, the fund shall recom-
mend to the municipality the names of three independent actuaries for purposes of this
section.

(h) An actuary may only be recommended, selected, or engaged by the fund as an inde-
pendent actuary under this section if the person:

(1) is not already engaged by the municipality, the fund, or any other pension system
authorized under Article 6243g-4, Revised Statutes, or Chapter 88 (H.B. 1573), Acts of
the 77th Legislature, Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes),
to provide actuarial services to the municipality, the fund, or another pension system
referenced in this subdivision;

(2) is a member of the American Academy of Actuaries; and

(3) has at least five years of experience as an actuary working with one or more public
retirement systems with assets in excess of $1 billion.

(i) Not later than the 20th day after the date the municipality receives the list of three
independent actuaries under Subsection (g) of this section, the municipality shall identify
and the fund shall hire one of the listed independent actuaries on terms acceptable to the
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municipality and the fund to perform a scope of work acceptable to the municipality and
the fund. The municipality and the fund each shall pay 50 percent of the cost of the inde-
pendent actuary engaged under this subsection. The municipality shall be provided the
opportunity to participate in any communications between the independent actuary and
the fund concerning the engagement, engagement terms, or performance of the terms of
the engagement.

(j) The independent actuary engaged under Subsection (i) of this section shall receive
on request from the municipality or the fund:

(1) the fund's draft actuarial experience study, including all assumptions and methods
recommended by the fund actuary;

(2) summaries of the reconciled actuarial data used to prepare the draft actuarial expe-
rience study;

(3) the municipal actuary's specific recommended assumptions and methods together
with the municipal actuary's written rationale for each recommendation;

(4) the fund actuary's written rationale for its recommendations; and

(5) if requested by the independent actuary and subject to a confidentiality agreement
in which the independent actuary agrees to comply with the confidentiality provisions of
Section 17 of this article, additional confidential actuarial data.

(k) Not later than the 30th day after the date the independent actuary receives all the
requested information under Subsection () of this section, the independent actuary shall
advise the fund and the municipality whether it agrees with the assumption or method
recommended by the municipal actuary or the corresponding method or assumption
recommended by the fund actuary, together with the independent actuary's rationale for
making the determination. During the period prescribed by this subsection, the indepen-
dent actuary may discuss recommendations in simultaneous consultation with the fund
actuary and the municipal actuary.

(1) The fund and the municipality may not seek any information from any prospective
independent actuary about possible outcomes of the independent actuary's review.

(m) If an independent actuary has questions or concerns regarding an engagement
entered into under this section, the independent actuary shall simultaneously consult
with both the municipal actuary and the fund actuary regarding the questions or
concerns. This subsection does not limit the fund's authorization to take appropriate steps
to complete the engagement of the independent actuary on terms acceptable to both the
fund and the municipality or to enter into a confidentiality agreement with the indepen-
dent actuary, if needed.

(n) If the board does not adopt an assumption or method recommended by the munici-
pal actuary to which the independent actuary agrees, or recommended by the fund actu-
ary, the municipal actuary is authorized to use that recommended assumption or method
in connection with preparation of a subsequent risk sharing valuation study under Sec-
tion 13B of this article until the next actuarial experience study is conducted.

Sec. 13E. MUNICIPAL CONTRIBUTION RATE WHEN ESTIMATED MUNICIPAL
CONTRIBUTION RATE LOWER THAN CORRIDOR MIDPOINT AUTHORIZATION
FOR CERTAIN ADJUSTMENTS. (a) This section governs the determination of the mu-
nicipal contribution rate applicable in a fiscal year if the estimated municipal contribu-
tion rate is lower than the corridor midpoint.

(b) If the funded ratio is:

(1) less than 90 percent, the municipal contribution rate for the fiscal year equals the
corridor midpoint; or

(2) equal to or greater than 90 percent and the municipal contribution rate is:

(A) equal to or greater than the minimum contribution rate, the estimated municipal
contribution rate is the municipal contribution rate for the fiscal year; or

(B) except as provided by Subsection (e) of this section, less than the minimum contri-
bution rate for the corresponding fiscal year, the municipal contribution rate for the fiscal
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year equals the minimum contribution rate achieved in accordance with Subsection (c) of
this section.

(c) For purposes of Subsection (b)(2)(B) of this section, the following adjustments shall
be applied sequentially to the extent required to increase the estimated municipal contri-
bution rate to equal the minimum contribution rate:

(1) first, adjust the actuarial value of assets equal to the current market value of assets,
if making the adjustment causes the municipal contribution rate to increase;

(2) second, under a written agreement between the municipality and the board entered
into not later than April 30 before the first day of the next fiscal year, reduce the assumed
rate of return;

(3) third, under a written agreement between the municipality and the board entered
into not later than April 30 before the first day of the next fiscal year, prospectively restore
all or part of any benefit reductions or reduce increased employee contributions, in each
case made after the year 2017 effective date; and

(4) fourth, accelerate the payoff year of the existing liability loss layers, including the
legacy liability, by accelerating the oldest liability loss layers first, to an amortization pe-
riod that is not less than 10 years from the first day of the fiscal year beginning 12
months after the date of the risk sharing valuation study in which the liability loss layer
is first recognized.

(d) If the funded ratio is:

(1) equal to or greater than 100 percent:

(A) all existing liability layers, including the legacy liability, are considered fully
amortized and paid;

(B) the applicable fiscal year is the payoff year for the legacy liability; and

(C) for each fiscal year subsequent to the fiscal year described by Paragraph (B) of this
subdivision, the corridor midpoint shall be determined as provided by Section 13C(g) of
this article; and

(2) greater than 100 percent in a written agreement between the municipality and the
fund, the fund may reduce member contributions or increase pension benefits if, as a
result of the action:

(A) the funded ratio is not less than 100 percent; and

(B) the municipal contribution rate is not more than the minimum contribution rate.

(e) Except as provided by Subsection (f) of this section, if an agreement under Subsec-
tion (d) of this section is not reached on or before April 30 before the first day of the next
fiscal year, before the first day of the next fiscal year the board shall reduce member
contributions and implement or increase cost-of-living adjustments, but only to the extent
that the municipal contribution rate is set at or below the minimum contribution rate
and the funded ratio is not less than 100 percent.

(f) If any member contribution reduction or benefit increase under Subsection (e) of this
section has occurred within the previous three fiscal years, the board may not make ad-
ditional adjustments to benefits, and the municipal contribution rate must be set to equal
the minimum contribution rate.

Sec. 13F MUNICIPAL CONTRIBUTION RATE WHEN ESTIMATED MUNICIPAL
CONTRIBUTION RATE EQUAL TO OR GREATER THAN CORRIDOR MIDPOINT
AUTHORIZATION FOR CERTAIN ADJUSTMENTS. (a) This section governs the deter-
mination of the municipal contribution rate in a fiscal year when the estimated munici-
pal contribution rate is equal to or greater than the corridor midpoint.

(b) If the estimated municipal contribution rate is:

(1) less than or equal to the maximum contribution rate for the corresponding fiscal
year, the estimated municipal contribution rate is the municipal contribution rate; or

(2) except as provided by Subsection (d) or (e) of this section, greater than the maximum
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contribution rate for the corresponding fiscal year, the municipal contribution rate equals
the corridor midpoint achieved in accordance with Subsection (c) of this section.

(c) For purposes of Subsection (b)(2) of this section, the following adjustments shall be
applied sequentially to the extent required to decrease the estimated municipal contribu-
tion rate to equal the corridor midpoint:

(1) first, if the payoff year of the legacy liability was accelerated under Section 13E(c)
of this article, extend the payoff year of existing liability loss layers, by extending the most
recent loss layers first, to a payoff year not later than 30 years from the first day of the fis-
cal year beginning 12 months after the date of the risk sharing valuation study in which
the liability loss layer is first recognized; and

(2) second, adjust the actuarial value of assets to the current market value of assets, if
making the adjustment causes the municipal contribution rate to decrease.

(d) If the municipal contribution rate after adjustment under Subsection (c) of this sec-
tion is greater than the third quarter line rate:

(1) the municipal contribution rate equals the third quarter line rate; and

(2) to the extent necessary to comply with Subdivision (1) of this subsection, the
municipality and the board shall enter into a written agreement to increase member
contributions and make other benefit or plan changes not otherwise prohibited by ap-
plicable federal law or regulations.

(e) If an agreement under Subsection (d)(2) of this section is not reached on or before
April 30 before the first day of the next fiscal year, before the start of the next fiscal year to
which the municipal contribution rate would apply, the board, to the extent necessary to
set the municipal contribution rate equal to the third quarter line rate, shall:

(1) increase member contributions and decrease cost-of-living adjustments;

(2) increase the normal retirement age; or

(3) take any combination of actions authorized under Subdivisions (1) and (2) of this
subsection.

(f) If the municipal contribution rate remains greater than the corridor midpoint in the
third fiscal year after adjustments are made in accordance with Subsection (d)(2) of this
section, in that fiscal year the municipal contribution rate equals the corridor midpoint
achieved in accordance with Subsection (g) of this section.

(g) The municipal contribution rate must be set at the corridor midpoint under Subsec-
tion (f) of this section by:

(1) in the risk sharing valuation study for the third fiscal year described by Subsection
(f) of this section, adjusting the actuarial value of assets to equal the current market
value of assets, if making the adjustment causes the municipal contribution rate to
decrease; and

(2) under a written agreement entered into between the municipality and the board:

(A) increasing member contributions; and

(B) making any other benefit or plan changes not otherwise prohibited by applicable
federal law or regulations.

(h) If an agreement under Subsection (g)(2) of this section is not reached on or before
April 30 before the first day of the next fiscal year, before the start of the next fiscal year,
the board, to the extent necessary to set the municipal contribution rate equal to the cor-
ridor midpoint, shall:

(1) increase member contributions and decrease cost-of-living adjustments;

(2) increase the normal retirement age; or

(3) take any combination of actions authorized under Subdivisions (1) and (2) of this
subsection.

Sec. 13G. INTERPRETATION OF CERTAIN RISK SHARING PROVISIONS; UNI-
LATERAL DECISIONS AND ACTIONS PROHIBITED. (a) Nothing in this article,
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including Section 2(p) or (p-1) of this article and any authority of the board to construe
and interpret this article, to determine any fact, to take any action, or to interpret any
terms used in Sections 13A through 13F of this article, may alter or change Sections 13A
through 13F of this article.

(b) No unilateral decision or action by the board is binding on the municipality and no
unilateral decision or action by the municipality is binding on the fund with respect to
the application of Sections 13A through 13F of this article unless expressly provided by a
provision of those sections. Nothing in this subsection is intended to limit the powers or
authority of the board.

(c) Section 10 of this article does not apply to a benefit increase under Section 13E of
this article, and Section 10 of this article is suspended while Sections 13A through 13F of
this article are in effect.

Sec. 13H. STATE PENSION REVIEW BOARD; REPORT (a) After preparing a final
risk sharing valuation study under Section 13B or 13C of this article, the fund and the
municipality shall jointly submit a copy of the study or studies, as appropriate, to the
State Pension Review Board for a determination that the fund and municipality are in
compliance with this article.

(b) Not later than the 30th day after the date an action is taken under Section 13E or
13F of this article, the fund shall submit a report to the State Pension Review Board
regarding any actions taken under those sections.

(c) The State Pension Review Board shall notify the governor, the lieutenant governor,
the speaker of the house of representatives, and the legislative committees having principal
jurisdiction over legislation governing public retirement systems if the State Pension
Review Board determines the fund or the municipality is not in compliance with Sections
13A through 13G of this article.

SECTION 1.15. Section 17, Article 6243e.2(1), Revised Statutes, is amended by add-
ing Subsections (f), (g), (h), (i), and (j) to read as follows:

()9 To carry out the provisions of Sections 13A through 13F of this article, the board
and the fund must provide the municipal actuary under a confidentiality agreement the
actuarial data used by the fund actuary for the fund's actuarial valuations or valuation
studies and other data as agreed to between the municipality and the fund that the mu-
nicipal actuary determines is reasonably necessary for the municipal actuary to perform
the studies required by Sections 13A through 13F of this article. Actuarial data described
by this'subsection does not include information described by Subsection (a) of this section.

(g) A risk sharing valuation study prepared by either the municipal actuary or the
fund actuary under Sections 13A through 13F of this article may not:

(1) include information described by Subsection (a) of this section; or

(2) provide confidential or private information regarding specific individuals or be
grouped in a manner that allows confidential or private information regarding a specific
individual to be discerned.

(h) The information, data, and document exchanges under Sections 13A through 13F
of this article have all the protections afforded by applicable law and are expressly
exempt from the disclosure requirements under Chapter 552, Government Code, except as
may be agreed to by the municipality and fund in a written agreement.

(i) Subsection (h) of this section does not apply to:

(1) a proposed risk sharing valuation study prepared by the fund actuary and provided
to the municipal actuary or prepared by the municipal actuary and provided to the fund
actuary under Section 13B(d) or 13C(b)(2); or

(2) a final risk sharing valuation study prepared under Section 13B or 13C of this
article.

() Before a union contract is approved by the municipality, the mayor of the municipal-
ity shall cause the municipal actuaries to deliver to the mayor a report estimating the
impact of the proposed union contract on fund costs.
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SECTION 1.16. Sections 13(d) and (e), Article 6243e.2(1), Revised Statutes, are
repealed.

SECTION 1.17. The firefighters' relief and retirement fund established under Article
6243e.2(1), Revised Statutes, shall require the fund actuary to prepare the first actuarial
experience study required under Section 13D, Article 6243e.2(1), Revised Statutes, as
added by this Act, not later than September 30, 2020.

ARTICLE 2. POLICE OFFICERS' PENSION SYSTEM
SECTION 2.01. Section 1, Article 6243g-4, Revised Statutes, is amended to read as

follows:

Sec. 1. PURPOSE. The purpose of this article is to restate and amend the provisions
of former law creating and governing a police officers pension system in each city in this
state having a population of two [4-] million or more, according to the most recent
federal decennial census, and to reflect changes agreed to by the city and the board of
trustees of the pension system under Section 27 of this article. The pension system shall
continue to operate regardless of whether the city's population falls below two [47-]
million.

SECTION 2.02. Article 6243g-4, Revised Statutes, is amended by adding Section 1A
to read as follows:

Sec. 1A. INTERPRETATION OF ARTICLE. This article does not and may not be
interpreted to:

(1) relieve the city, the board, or the pension system of their respective obligations
under Sections 9 through 9E of this article;

(2) reduce or modify the rights of the city, the board, or the pension system, including
any officer or employee of the city, board, or pension system, to enforce obligations
described by Subdivision (1) of this section;

(3) relieve the city, including any official or employee of the city, from:

(A) paying or directing to pay required contributions to the pension system under Sec-
tion 8 or 9 of this article or carrying out the provisions of Sections 9 through 9E of this
article; or

(B) reducing or modifying the rights of the board and any officer or employee of the
board or pension system to enforce obligations described by Subdivision (1) of this sec-
tion;

(4) relieve the pension system or board,' including any officer or employee of the pension
system or board, from any obligation to implement a benefit change or carry out the pro-
visions of Sections 9 through 9E of this article; or

(5) reduce or modify the rights of the city and any officer or employee of the city to
enforce an obligation described by Subdivision (4) of this section.

SECTION 2.03. Section 2, Article 6243g-4, Revised Statutes, is amended by amend-
ing Subdivisions (1), (2), (3), (4-a), (11), (13), (14-a), (17), (17-a), and (22) and adding
Subdivisions (1-a), (1-b), (1-c), (4-b), (4-c), (4-d), (5-a), (5-b), (5-c), (10-a), (10-b), (10-
c), (10-d), (12-a), (13-a), (13-b), (13-c), (13-d), (13--e), (13-), (14-b), (14-c), (15-a), (15-
b), (16-a), (16-b), (17-b), (17-c), (17-d), (17-e), (24), (25), (26), (27), (28), and (29) to read
as follows:

(1) "Active member" means an employee of the city within [a person eployed as 
elftsified peliee effieer by] the police department of a city subject to this article, in a
classified or appointed position, except for a person in an appointed position who opts out
of the plan, a person who is a part-time, seasonal, or temporary employee, or a person
who elected to remain a member of a pension system described by Chapter 88, Acts of
the 77th Legislature, Regular Session, 2001 (Article 6243h, Vernon's Texas Civil
Statutes). The term does not include a person who is a member of another pension
system of the same city, except to the extent provided by Section [-15) -er] 18 of this
article.

(1-a) "Actuarial data" includes:
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(A) the census data, assumption tables, disclosure of methods, and financial informa-
tion that are routinely used by the pension system actuary for the pension system's valua-
tion studies or an actuarial experience study under Section 9C of this article; and

(B) other data that is reasonably necessary to implement Sections 9 through 9E of this
article, as agreed to by the city and the board.

(1-b) "Actuarial experience study" has the meaning assigned by Section 802.1014,
Government Code.

(1-c) "Amortization period" means the time period necessary to fully pay a liability
layer

(2) "Amortization rate" means the sum of the scheduled amortization payments for a
given fiscal year for the current liability layers divided by the projected pensionable
payroll for that fiscal year ["Average tete4 dieet pay" nint deternized by
divding the following stt by 120

[(A) the 14ghest biweekly pay reeeived by a ame fbo a"., eittg the

total direct pay tha am e idcl in asehpayeheelt, multilied by 26; plus
[(B) the total direet pay exluig ell itemsa of the type ineluded in Paragraph(A
reeivd ...ift the sam 1"t 26 biee~ pay perieds.1

(3) "Assumed rate of return" means the assumed market rate of return on pension
system assets, which is seven percent per annum unless adjusted as provided by this
article ["Base sary"4 means the mnthly base pa pro.ided for the elassified psitient i.
thte police deamn held by the metb]

(4-a) "Catastrophic injury" means a sudden, violent, life-threatening, duty-related
injury sustained by an active member that is due to an externally caused motor vehicle
accident, gunshot wound, aggravated assault, or other external event or events and
results, as supported by evidence, in one of the following conditions:

(A) total, complete, and permanent loss of sight in one or both eyes;

(B) total, complete, and permanent loss of the use of one or both feet at or above the
ankle;

(C) total, complete, and permanent loss of the use of one or both hands at or above the
wrist;

(D) injury to the spine that results in a total, permanent, and complete paralysis of
both arms, both legs, or one arm and one leg; or

(E) an externally caused physical traumatic injury to the brain rendering the member
physically or mentally unable to perform the member's duties as a police officer.

(4-b) "City" means a city subject to this article.

(4-c) "City contribution rate" means a percent of pensionable payroll that is the sum of
the employer normal cost rate and the amortization rate for liability layers, except as
determined otherwise under the express provisions of Sections 9D and 9E of this article.

(4-d) "Classified" means any person classified by the city as a police officer

(5-a) "Corridor" means the range of city contribution rates that are:

(A) equal to or greater than the minimum contribution rate; and

(B) equal to or less than the maximum contribution rate.

(5-b) "Corridor margin" means five percentage points.

(5-c) "Corridor midpoint" means the projected city contribution rate specified for each
fiscal year for 31 years in the initial risk sharing valuation study under Section 9B of
this article, as may be adjusted under Section 9D or 9E of this article, and in each case
rounded to the nearest hundredths decimal place.

(10-a) "Employer normal cost rate" means the normal cost rate minus the member con-
tribution rate.
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(10-b) "Estimated city contribution rate" means the city contribution rate estimated in
a final risk sharing valuation study under Section 9A or 9B of this article, as applicable,
as required by Section 9A(a)(5) of this article.

(10-c) "Fiscal year," except as provided by Section 2A of this article, means a fiscal year
beginning July 1 and ending June 30.

(10-d) "Final aderage pay" means the pay received by a member over the last 78
biweekly pay periods ending before the earlier of:

(A) the date the member terminates employment with the police department, divided by
36; or

(B) the date the member began participation in DROP, divided by 36.
(11) "Former member" means a person who was once an active member, eligible for

benefits [vested] or not, but who terminated active member status and received a refund
of member contributions.

(12-a) "Funded ratio" means the ratio of the pension system's actuarial value of assets
divided by the pension system's actuarial accrued liability.

(13) "Inactive member" means a person who has separated from service and is eligible
to receive [ha- a vested right te] a service pension from the pension system but is not
eligible for an immediate service pension. The term does not include a former member.

(13-a) "Legacy liability" means the unfunded actuarial accrued liability as of June 30,
2016, as reduced to reflect:

(A) changes to benefits and contributions under this article that took effect on the year
2017 effective date;

(B) the deposit of pension obligation bond proceeds on December 31, 2017, in accor-
dance with Section 9B(j)(2) of this article;

(C) payments by the city and earnings at the assumed rate of return allocated to the
legacy liability from July 1, 2016, to July 1, 2017, excluding July 1, 2017; and

(D) for each subsequent fiscal year, contributions for that year allocated to the amorti-
zation of the legacy liability and adjusted by the assumed rate of return.

(13-b) "Level percent of payroll method" means the amortization method that defines
the amount of the liability layer recognized each fiscal year as a level percent of pension-
able payroll until the amount of the liability layer remaining is reduced to zero.

(13-c) "Liability gain layer" means a liability layer that decreases the unfunded
actuarial accrued liability.

(13-d) "Liability layer" means the legacy liability established in the initial risk sharing
valuation study under Section 9B of this article and the unanticipated change as
established in each subsequent risk sharing valuation study prepared under Section 9A of
this article.

(13-e) "Liability loss layer" means a liability layer that increases the unfunded
actuarial accrued liability. For purposes of this article, the legacy liability is a liability
loss layer.

(13-f) "Maximum contribution rate" means the rate equal to the corridor midpoint plus
the corridor margin.

(14-a) "Minimum contribution rate" means the rate equal to the corridor midpoint
minus the corridor margin.

(14-b) "Normal cost rate" means the salary weighted average of the individual normal
cost rates determined for the current active population plus an allowance for projected
administrative expenses. The allowance for projected administrative expenses equals the
administrative expenses divided by the pensionable payroll for the previous fiscal year,
provided the administrative allowance may not exceed one percent of pensionable payroll
for the current fiscal year unless agreed to by the city.

(14-c) "Normal retirement age" means:
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(A) for a member hired before October 9, 2004, including a member hired before October
9, 2004, who involuntarily separated from service but was retroactively reinstated under
an arbitration, civil service, or court ruling after October 9, 2004, the earlier of:

(i) [A)] the age at which the member attains 20 years of service; or
(ii) [(B)] the age at which the member first attains both the age of at least 60 and at

least 10 years of service or
(B) except as provided by Paragraph (A) of this subdivision, for a member hired or

rehired on or after October 9, 2004, the age at which the sum of the member's age in years
and years of service equals at least 70.

(15-a) "Pay," unless the context requires otherwise, means wages as defined by Section
3401(a) of the code, plus any amounts that are not included in gross income by reason of
Section 104(a)(1), 125, 132(f), 402(g)(2), 457, or 414(h)(2) of the code, less any pay received
for overtime work, exempt time pay, strategic officer staffing program pay, motorcycle al-
lowance, clothing allowance, or mentor pay. The definition of "pay" for purposes of this
article may only be amended by written agreement of the board and the city under Sec-
tion 27 of this article.

(15-b) "Payoff year" means the year a liability layer is fully amortized under the amor-
tization period. A payoff year may not be extended or accelerated for a period that is less
than one month.

(16-a) "Pension obligation bond" means a bond issued in accordance with Chapter
107, Local Government Code.

(16-b) "Pensionable payroll" means the combined salaries, in an applicable fiscal year,
paid to all:

(A) active members; and

(B) if applicable, participants in any alternative retirement plan established under
Section 2B of this article, including a cash balance retirement plan established under
that section.

(17) "Pension system" or "system," unless the context requires otherwise, means the
retirement and disability plan for employees of any police department subject to this
article.

(17-a) "Police department" means one or more law enforcement agencies designated as
a police department by a city.

(17-b) "Price inflation assumption" means:
(A) the most recent headline consumer price index 10-year forecast published in the

Federal Reserve Bank of Philadelphia Survey of Professional Forecasters; or
(B) if the forecast described by Paragraph (A) of this subdivision is not available, an-

other standard as determined by mutual agreement between the city and the board
entered into under Section 27 of this article.

(17-c) "Projected pensionable payroll" means the estimated pensionable payroll for the
fiscal year beginning 12 months after the date of the risk sharing valuation study pre-
pared under Section 9A of this article, as applicable, at the time of calculation by:

(A) projecting the prior fiscal year's pensionable payroll projected forward two years by
using the current payroll growth rate assumptions; and

(B) adjusting, if necessary, for changes in population or other known factors, provided
those factors would have a material impact on the calculation, as determined by the
board.

(1 7-d) "Retired member" means a member who has separated from service and who is
eligible to receive an immediate service or disability pension under this article.

(1 7-e) "Salary" means pay provided for the classified position in the police department
held by the employee.

(22) "Surviving spouse" means a person who was married to an active, inactive, or
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retired member at the time of the member's death and, in the case of a marriage or
remarriage after the member's retirement, [a inaetive or rtired manA, bfoc the
member's separaetion froaserice or] for a, period of at least five consecutive years

(24) "Third quarter line rate" means the corridor midpoint plus 2.5 percentage points.

(25) "Trustee" means a member of the board.

(26) "Ultimate entry age normal" means an actuarial cost method under which a
calculation is made to determine the average uniform and constant percentage rate of
contributions that, if applied to the compensation of each member during the entire pe-
riod of the member's anticipated covered service, would be required to meet the cost of all
benefits payable on the member's behalf based on the benefits provisions for newly hired
employees. For purposes of this definition, the actuarial accrued liability for each member
is the difference between the member's present value of future benefits based on the tier of
benefits that apply to the member and the member's present value of future normal costs
determined using the normal cost rate.

(27) "Unfunded actuarial accrued liability" means the difference between the actuarial
accrued liability and the actuarial value of assets. For purposes of this definition:

(A) "actuarial accrued liability" means the portion of the actuarial present value of
projected benefits attributed to past periods of member service based on the cost method
used in the risk sharing valuation study prepared under Section 9A or 9B of this article,
as applicable; and

(B) "actuarial value of assets" means the value of pension system investments as
calculated using the asset smoothing method used in the risk sharing valuation study
prepared under Section 9A or 9B of this article, as applicable.

(28) "Unanticipated change" means, with respect to the unfunded actuarial accrued li-
ability in each subsequent risk sharing valuation study prepared under Section 9A of this
article, the difference between:

(A) the remaining balance of all then-existing liability layers as of the date of the risk
sharing valuation study; and

(B) the actual unfurded actuarial accrued liability as of the date of the risk sharing
valuation study.

(29) "Year 2017 effective date" means the date on which S.B. No. 2190, Acts of the 85th
Legislature, Regular Session, 2017, took effect.

SECTION 2.04. Article 6243g-4, Revised Statutes, is amended by adding Sections
2A, 2B, 2C, and 2D to read as follows:

Sec. 2A. FISCAL YEAR. If either the pension system or the city changes its respective
fiscal year, the pension system and the city shall enter into a written agreement under
Section 27 of this article to adjust the provisions of Sections 9 through 9E of this article
to reflect that change for purposes of this article.

Sec. 2B. ALTERNATIVE RETIREMENT PLANS. (a) In this section, "salary-based
benefit plan" means a retirement plan provided by the pension system under this article
that provides member benefits calculated in accordance with a formula that is based on
multiple factors, one of which is the member's salary at the time of the member's
retirement.

(b) Notwithstanding any other law, including Section 9F of this article, and except as
provided by Subsection (c) of this section, the board and the city may enter into a written
agreement under Section 27 of this article to offer an alternative retirement plan or plans,
including a cash balance retirement plan or plans, if both parties consider it appropriate.

(c) Notwithstanding any other law, including Section 9F of this article, and except as
provided by Subsection (d) of this section, if, beginning with the final risk sharing valua-
tion study prepared under Section 9A of this article on or after July 1, 2021, either the
funded ratio of the pension system is less than 65 percent as determined in the final risk
sharing valuation study without making any adjustments under Section 9D or 9E of this
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article, or the funded ratio of the pension system is less than 65 percent as determined in
a revised and restated risk sharing valuation study prepared under Section 9A(a)(7) of
this article, the board and the city shall, as soon as practicable but not later than the
60th day after the date the determination is made:

(1) enter into a written agreement under Section 27 of this article to establish a cash
balance retirement plan that complies with Section 2C of this article; and

(2) require each employee first hired by the city on or after the 90th day after the date
the cash balance retirement plan is established to participate in the cash balance retire-
ment plan established under this subsection instead of participating in the salary-based
benefit plan, provided the employee would have otherwise been eligible to participate in
the salary-based benefit plan.

(d) If the city fails to deliver the proceeds of the pension obligation bonds described by
Section 9B()(1) of this article within the time prescribed by that subdivision,
notwithstanding the funded ratio of the pension system, the board and the city may not
establish a cash balance retirement plan under Subsection (c) of this section.

Sec. 2C. REQUIREMENTS FOR CERTAIN CASH BALANCE RETIREMENT
PLANS. (a) In this section:

(1) "Cash balance plan participant" means an employee who participates in a cash bal-
ance retirement plan.

(2) "Cash balance retirement plan" means a cash balance retirement plan established
by written agreement under Section 2B(b) of this article or Section 2B(c) of this article.

(3) "Interest" means the interest credited to a cash balance plan participant's notional
account, which may not:

(A) exceed a percentage rate equal to the cash balance retirement plan's most recent five
fiscal years' smoothed rate of return; or

(B) be less than zero percent.

(4) "Salary-based benefit plan" has the meaning assigned by Section 2B of this article.

(b) The written agreement establishing a cash balance retirement plan must:

(1) provide for the administration of the cash balance retirement plan;

(2) provide for a closed amortization period not to exceed 20 years from the date an
actuarial gain or loss is realized;

(3) provide for the crediting of city and cash balance plan participant contributions to
each cash balance plan participant's notional account; ,

(4) provide for the crediting of interest to each cash balance plan participant's notional
account;

(5) include a vesting schedule;

(6) include benefit options, including options for cash balance plan participants who
separate from service prior to retirement;

(7) provide for death and disability benefits;

(8) allow a cash balance plan participant who is eligible to retire under the plan to
elect to:

(A) receive a monthly annuity payable for the life of the cash balance plan participant
in an amount actuarially determined on the date of the cash balance plan participant's
retirement based on the cash balance plan participant's accumulated notional account
balance annuitized in accordance with the actuarial assumptions and actuarial methods
established in the most recent actuarial experience study conducted under Section 9C of
this article, except that the assumed rate of return applied may not exceed the pension
system's assumed rate of return in the most recent risk sharing valuation study; or

(B) receive a single, partial lump-sum payment from the cash balance plan partici-
pant's accumulated account balance and a monthly annuity payable for life in an amount
determined in accordance with Paragraph (A) of this subdivision based on the cash bal-
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ance plan participant's notional account balance after receiving the partial lump-sum
payment; and

(9) include any other provision determined necessary by:
(A) the board and the city; or

(B) the pension system for purposes of maintaining the tax-qualified status of the pen-
sion system under Section 401 of the code.

(c) Notwithstanding any other law, including Sections 2(1), 11, and 12 of this article,
an employee who participate. in a cash balance retirement plan:

(1) subject to Subsection (d) of this section, is not eligible to be an active member of and
may not participate in the salary-based benefit plan; and

(2) may not accrue years of service or establish service credit in the salary-based benefit
plan during the period the employee is participating in the cash balance retirement plan.

(d) A cash balance plan participant is considered an active member for purposes of
Sections 9 through 90 of this article.

(e) At the time of implementation of the cash balance retirement plan, the employer
normal cost rate of the cash balance retirement plan may not exceed the employer normal
cost rate of the salary-based benefit plan.

See. 2D. CONFLICT OF LAW. Tb the extent of a conflict between this article and any
other law, this article prevails.

SECTION 2.05. Section 3, Article 6243g--4, Revised Statutes, is amended by amend-
ing Subsection (b) and adding Subsections (i) and (j) to read as follows:

(b) The board is composed of seven members as follows:

(1) the administrative head of the city or the administrative head's authorized repre-
sentative;

(2) three employees of the police department having membership in the pension
system, elected by the active, inactive, and retired members of the pension system;

(3) two retired members who are receiving pensions from the system, who are elected
by the active, inactive, and retired members of the pension system, and who are not-

(A) officers or employees of the city; or

(B) current or former employees of any other fund or pension system authorized under:

(i) Article 6243e.2(1), Revised Statutes; or

(ii) Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Regular Session, 2001 (Article
6243h, Vernon's Texas Civil Statutes)[ eleeted by the aetve, inaetive, and retred
mem~bers of the pension- system]; and

(4) the director of finance [treasurer] of the city or the person discharging the duties of
the director of finance, or the director's designee [eity-treasurer].

(i) If a candidate for either an active or retired board member position does not receive
a majority vote for that position, a runoff election for that position shall be held. The
board shall establish a policy for general and runoff elections for purposes of this
subsection.

() Beginning with the year 2017 effective date:

(1) the term of office for a board member in the phase-down program A or B shall be
one year; and

(2) a board member who subsequently enters phase-down program A or B and has
served at least one year of the member's current term shall vacate the member's seat and
may run for reelection.

SECTION 2.06. Section 4, Article 6243g-4, Revised Statutes, is amended to read as
follows:

Sec. 4. BOARD MEMBER LEAVE AND COMPENSATION. (a) The city shall allow
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active members who are trustees to promptly attend all board and committee meetings.
The city shall allow trustees the time required to travel to and attend educational
workshops and legislative hearings and to attend to other pension system business,
including meetings regarding proposed amendments to this article, if attendance is con-
sistent with a trustees duty to the board [tAeted mers of the board whe amempioy
zeea of the eity' poliee department ftre entitled to leave from their employer to attend to
the official busness of the pension systern and are niot required to reor to the eity er
any other govr m enteA entity regareing travel or the official bus.iness of the pcrair
Wyatcmf, exeept when on city business],

(b) [if the eit, e an eldboard member would withhold any portion of the
salary of the meomber who is attending to official busiftess of the peso system, - -
pensien system may clect to adequtely eempensatethe eit fer the less of serviee ef the
mebe if the board, by an affiative vote of Mtleast four board memer, makes thi
electior., the amnounts shall be remnitted fa the fund to the eity, etnd the city shell pay
the board mnember's salary as if no less of service had occe.-rd.

[fe)] The board, by an affirmative vote of at least four board members, may elect to re-
imburse board members who are not employees of the city for their time while attending
to official business of the pension system. The amount of any reimbursement may not
exceed $750 [$860] a month for each affected board member.

SECTION 2.07. Article 6243g-4, Revised Statutes, is amended by adding Sections
5A and 5B to read as follows:

Sec. 5A QUALIFICATIONS OF CITY ACTUARY (a) An actuary hired by the city for
purposes of this article must be an actuary from a professional service firm who:

(1) is not already engaged by the pension system or any other fund or pension system
authorized under Article 6243e.2(1), Revised Statutes, or Chapter 88 (H.B. 1573), Acts of
the 77th Legislature, Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes),
to provide actuarial services to the pension system or other fund or pension system, as ap-
plicable;

(2) has a minimum of 10 years of professional actuarial experience; and
(3) is a member of the American Academy of Act aries or a fellow of the Society of

Actuaries and meets the applicable requirements to issue statements of actuarial opinion.
(b) Notwithstanding Subsection (a) of this section, the city actuary must at least meet

the qualifications required by the board for the pension system actuary. The city actuary
is not required to have greater qualifications than those of the pension system actuary.

Sec. 5B. LIABILITY OF CERTAIN PERSONS. (a) The trustees, executive director,
and employees of the pension system are fully protected from and free of liability for any
action taken or suffered by them that were performed in good faith and in reliance on an
actuary, accountant, counsel, or other professional service provider, or in reliance on re-
cords provided by the city.

(b) The officers and employees of the city are fully protected and free of liability for any
action taken or suffered by the officer or employee, as applicable, in good faith and on
reliance on an actuary, accountant, counsel, or other professional service provider

(c) The protection from liability provided by this section is cumulative of and in addi-
tion to any other constitutional, statutory, or commpn law official or governmental im-
munity, defense, and civil or procedural protection provided to the city or pension system
as a governmental entity and to a city or pension system official or employee as an official
or employee of a governmental entity. Except for a waiver expressly provided by this
article, this article does not grant an implied waiver of any immunity.

SECTION 2.08. Section 6, Article 6243g-4, Revised Statutes, is amended by amend-
ing Subsections (f) and (g) and adding Subsections (f-1), (i), and (j) to read as follows:

(f) The board has full discretion and authority to:
(1) administer the pension system;

(2) [-te] construe and interpret this article and any summary plan descriptions or
benefits procedures;
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(3) subject to Section 9F of this article, correct any defect, supply any omission, and
reconcile any inconsistency that appears in this article;[;] and

(4) take [to do] all other acts necessary to carry out the purpose of this article in a
manner and to the extent that the board considers expedient to administer this article
for the greatest benefit of all members.

(f-1) Except as provided by Section 9F of this article, all [All] decisions of the board
under Subsection (f) of this section are final and binding on all affected parties.

(g) The board, if reasonably necessary in the course of performing a board function,
may issue process or subpoena a witness or the production of a book, record, or other
document as to any matter affecting retirement, disability, or death benefits under any
pension plan provided by the pension system. The presiding officer of the board may is-
sue, in the name of the board, a subpoena only if a majority of the board approves. The
presiding officer of the board, or the presiding officer's designee, shall administer an
oath to each witness. A peace officer shall serve a subpoena issued by the board. If the
person to whom a subpoena is directed fails to comply, the board may bring suit to
enforce the subpoena in a district court of the county in which the person resides or in
the county in which the book, record, or other document is located. If the district court
finds that good cause exists for issuance of. the subpoena, the court shall order
compliance. The district court may modify the requirements of a subpoena that the court
finds are unreasonable. Failure to obey the order of the district court is punishable as
contempt.

(i) If the board or its designee determines that any person to whom a payment under
this article is due is a minor or is unable to care for the person's affairs because of a phys-
ical or mental disability, and if the board or its designee, as applicable, determines the
person does not have a guardian or other legal representative and that the estate of the
person is insufficient to justify the expense of establishing a guardianship, or continuing
a guardianship after letters of guardianship have expired, then until current letters of
guardianship are filed with the pension system, the board or its designee, as applicable,
may make the payment:

(1) to the spouse of the person, as trustee for the person;

(2) to an individual or entity actually providing for the needs of and caring for the
person, as trustee for the person; or

(3) to a public agency or private charitable organization providing assistance or ser-
vices to the aged or incapacitated that agrees to accept and manage the payment for the
benefit of the person as a trustee.

() The board or its designee is not responsible for overseeing how a person to whom
payment is made under Subsection (i) of this section uses or otherwise applies the
payments. Payments made under Subsection (i) of this section constitute a complete dis-
charge of the pension system's liability and obligation to the person on behalf of whom
payment is made.

SECTION 2.09. Section 8(a), Article 6243g-4, Revised Statutes, is amended to read
as follows:

(a) Subject to adjustments authorized by Section 9D or 9E of this article, each [aeh]
active member of the pension system shall pay into the system each month 10.5 [8-&4]
percent of the member's [tetal-direet] pay. The payments shall be deducted by the city
from the salary of each active member each payroll period and paid to the pension
system. Except for the repayment of withdrawn contributions under Section 17(f) [er
18(e)(8)] of this article and rollovers permitted by Section 17(h) of this article, a person
may not be required or permitted to make any payments into the pension system after
the person separates from service.

SECTION 2.10. Section 9, Article 6243g-4, Revised Statutes, is amended to read as
follows:

Sec. 9. CONTRIBUTIONS BY THE CITY. (a) Beginning with the year 2017 effective

date, the city shall make contributions to the pension system for deposit into the fund as
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provided by this section and Section 9A, 9B, 9D, or 9E of this article, as applicable. The
city shall contribute:

(1) beginning with the year 2017 effective date and ending with the fiscal year ending
June 30, 2018, an amount equal to the city contribution rate, as determined in the initial
risk sharing valuation study conducted under Section 9B of this article and adjusted
under Section 9D or 9E of this article, as applicable, multiplied by the pensionable
payroll for the fiscal year; and

(2) for each fiscal year after the fiscal year ending June 30, 2018, an amount equal to
the city contribution rate, as determined in a subsequent risk sharing valuation study
conducted under Section 9A of this article and adjusted under Section 9D or 9E of this
article, as applicable, multiplied by the pensionable payroll for the applicable fiscal year

(b) Except by written agreement between the city and the board under Section 27 of
this article providing for an earlier contribution date, at least biweekly, the city shall
make the contributions required by Subsection (a) of this section by depositing with the
pension system an amount equal to the city contribution rate multiplied by the pension-
able payroll for the biweekly period.

(c) With respect to each fiscal year:
(1) the first contribution by the city under this section for the fiscal year shall be made

not later than the date payment is made to employees for their first full biweekly pay pe-
riod beginning on or after the first day of the fiscal year; and

(2) the final contribution by the city under this section for the fiscal year shall be made
not later than the date payment is made to employees for the final biweekly pay period of
the fiscal year

(d) In addition to the amounts required under this section, the city may at any time
contribute additional amounts to the pension system for deposit in the pension fund by
entering into a written agreement with the board in accordance with Section 27 of this
article [The city shs~l make atbstantally eqa trbutiens to the fidna
admitrativly fecaable efter eatch payi-ell peried. For each fiseal year ending e~
Ju(e [e, 200, thern inof city b.tien o hwi l be the giater f 16 percent o the
ltneber' tetma dreet pay r the level percetage ef ealary payment required te a e-ti~e
the ufunjded actiwarial lisbility ever a enstant peried of 30 yearsa eemputed en the basis
ef &tn aeeeptable acttaariel reserve fr..dg m~ethad approecd by the board. Hoecve, fe.r
th fi8efs yarticle Jnh a0, 2002, the ribution fhall be $ o2,645,00 , for thn
fical year oding June 30, 2c0i, the ei aeorrelutionAl be $4,645 0, for the fi
te board ding Jae 30, 2004, te eary pa tribtty n s hall be $ a6,64ct0, and for the
fiacal year eding June 30, 20, th ity'd yntributi on shall b e 16 int f the
heetermtota n direat p m.

(e) [(e) The governing body of a city to which this article applies by ordinance or reso-
lution may provide that the city pick up active member contributions required by Sec-
tion 8 of this article so that the contributions of all active members of the pension
system qualify as picked-up contributions under Section 414(h)(2) of the code. If the
governing body of a city adopts an ordinance or resolution under this section, the city
the board, and any other necessary party shall implement the action as soon as
practicable. Contributions picked up as provided by this Subsection shall be included in
the determination of an active member's [tet4l 1et pay, deposited to the individual ac-
count of the active member on whose behalf they are made, and treated for all purposes,
other than federal tax purposes, in the same manner and with like effect as if they had
been deducted from the salary of, and made by, the active member.

(t) Only amounts paid by the city to the pension system shall be credited against any
amortization schedule of payments due to the pension system under this article.

(g) Subsection (t) of this section does not affect changes to an amortization schedule of
a liability layer under Section 9A (a) (6) (F), 9B(i), or 9D(c)(4) of this article.

(h) Notwithstanding any other law and except for the pension obligation bond assumed
under Section 9B(d)(2) of this article, the city may not issue a pension obligation bond to
fund the city contribution rate under this section.
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SECTION 2.11. Article 6243g-4, Revised Statutes, is amended by adding Sections
9A, 9B, 9C, 9D, 9E, 9F, and 9G to read as follows:

Sec. 9A. RISK SHARING VALUATION STUDIES. (a) The pension system and the
city shall separately cause their respective actuaries to prepare a risk sharing valuation
study in accordance with this section and actuarial standards of practice. A risk sharing
valuation study must:

(1) be dated as of the first day of the fiscal year in which the study is required to be
prepared;

(2) be included in the pension system's standard valuation study prepared annually for
the pension system;

(3) calculate the unfunded actuarial accrued liability of the pension system;

(4) be based on actuarial data provided by the pension system actuary or, if actuarial
data is not provided, on estimates of actuarial data;

(5) estimate the city contribution rate, taking into account any adjustments required
under Section 9D or 9E of this article for all applicable prior fiscal years;

(6) subject to Subsection (g) of this section, be based on the following assumptions and
methods that are consistent with actuarial standards of practice:

(A) an ultimate entry age normal actuarial method;

(B) for purposes of determining the actuarial value of assets:

(i) except as provided by Subparagraph (ii) of this paragraph and Section 9D(c)(1) or
9E(c)(2) of this article, an asset smoothing method recognizing actuarial losses and gains
over a five-year period applied prospectively beginning on the year 2017 effective date;
and

(ii) for the initial risk sharing valuation study prepared under Section 9B of this
article, a marked-to-market method applied as of June 30, 2016;

(C) closed layered amortization of liability layers to ensure that the amortization pe-
riod for each layer begins 12 months after the date of the risk sharing valuation study in
which the liability layer is first recognized;

(D) each liability layer is assigned an amortization period;

(E) each liability loss layer amortized over a period of 30 years from the first day of the
fiscal year beginning 12 months after the date of the risk sharing valuation study in
which the liability loss layer is first recognized, except that the legacy liability must be
amortized from July 1, 2016, for a 30-year period beginning July 1, 2017;

(F) the amortization period for each liability gain layer being:

(i) equal to the remaining amortization period on the largest remaining liability loss
layer and the two layers must be treated as one layer such that if the payoff year of the
liability loss layer is accelerated or extended, the payoff year of the liability gain layer is
also accelerated or extended; or

(ii) if there is no liability loss layer, a period of 30 years from the first day of the fiscal
year beginning 12 months after the date of the risk sharing valuation study in which the
liability gain layer is first recognized;

(G) liability layers, including the legacy liability, funded according to the level percent
of payroll method;

(H) the assumed rate of return, subject to adjustment under Section 9D(c)(2) of this
article or; if Section 9B(g) of this article applies, adjustment in accordance with a written
agreement entered into under Section 27 of this article, except the assumed rate of return
may not exceed seven percent per annum;

(I) the price inflation assumption as of the most recent actuarial experience study,
which may be reset by the board by plus or minus 50 basis points based on that actuarial
experience study;

(J) projected salary increases and payroll growth rate set in consultation with the city's
finance director; and
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(K) payroll for purposes of determining the corridor midpoint and city contribution
rate must be projected using the annual payroll growth rate assumption, which for
purposes of preparing any amortization schedule may not exceed three percent; and

(7) be revised and restated, if appropriate, not later than:

(A) the date required by a written agreement entered into between the city and the
board; or

(B) the 30th day after the date required action is taken by the board under Section 9D
or 9E of this article to reflect any changes required by either section.

(b) As soon as practicable after the end of a fiscal year, the pension system actuary at
the direction of the pension system and the city actuary at the direction of the city shall
separately prepare a proposed risk sharing valuation study based on the fiscal year that
just ended.

(c) Not later than September 30 following the end of the fiscal year the pension system
shall provide to the city actuary, under a confidentiality agreement with the board in
which the city actuary agrees to comply with the confidentiality provisions of Section 29
of this article, the actuarial data described by Subsection (a)(4) of this section.

(d) Not later than the 150th day after the last day of the fiscal year:

(1) the pension system actuary, at the direction of the pension system, shall provide the
proposed risk sharing valuation study prepared by the pension system actuary under
Subsection (b) of this section to the city actuary; and

(2) the city actuary, at the direction of the city, shall provide the proposed risk sharing
valuation study prepared by the city actuary under Subsection (b) of this section to the
pension system actuary.

(e) Each actuary described by Subsection (d) of this section may provide copies of the
proposed risk sharing valuation studies to the city or to the pension system, as appropriate.

(f) If, after exchanging proposed risk sharing valuation studies under Subsection (d) of
this section, it is found that the difference between the estimated city contribution rate
recommended in the proposed risk sharing valuation study prepared by the pension
system actuary and the estimated city contribution rate recommended in the proposed
risk sharing valuation study prepared by the city actuary for the corresponding fiscal
year is:

(1) less than or equal to two percentage points, the estimated city contribution rate
recommended by the pension system actuary will be the estimated city contribution rate
for purposes of Subsection (a)(5) of this section, and the proposed risk sharing valuation
study prepared for the pension system is considered to be the final risk sharing valuation
study for the fiscal year for the purposes of this article; or

(2) greater than two percentage points, the city actuary and the pension system actuary
shall have 20 business days to reconcile the difference, provided that without the mutual
agreement of both actuaries, the difference in the estimated city contribution rate recom-
mended by the city actuary and the estimated city contribution rate recommended by the
pension system actuary may not be further increased and:

(A) if, as a result of reconciliation efforts under this subdivision, the difference is
reduced to less than or equal to two percentage points:

(i) the estimated city contribution rate proposed under the reconciliation by the pension
system actuary will be the estimated city contribution rate for purposes of Subsection
(a)(5) of this section; and

(ii) the pension system's risk sharing valuation study is considered to be the final risk
sharing valuation study for the fiscal year for the purposes of this article; or

(B) if, after 20 business days, the pension system actuary and the city actuary are not
able to reach a reconciliation that reduces the difference to an amount less than or equal
to two percentage points:

(i) the city actuary at the direction of the city and the pension system actuary at the
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direction of the pension systenm each shall deliver to the finance director of the city and
the executive director of the pension system a final risk sharing valuation study with any
agreed-to changes, marked as the final risk sharing valuation study for each actuary; and

(ii) not later than the 90th day before the first day of the next fiscal year; the finance
director and the executive director shall execute a joint addendum to the final risk shar-
ing valuation study received by them under Subparagraph (i) of this paragraph that is a
part of the final risk sharing valuation study for the fiscal year for all purposes and
reflects the arithmetic average of the estimated city contribution rates for the fiscal year
stated by the city actuary and the pension system actuary in the final risk sharing valua-
tion study for purposes of Subsection (a)(5) of this section, and for reporting purposes the
pension system may treat the pension system actuary's risk sharing valuation study with
the addendum as the final risk sharing valuation study.

(g) The assumptions and methods used and the types of actuarial data and financial
information used to prepare the initial risk sharing valuation study under Section 9B of
this article shall be used to prepare each subsequent risk sharing valuation study under
this section, unless changed based on the actuarial experience study conducted under Sec-
tion 9C of this article.

(h) The actuarial data provided under Subsection (a)(4) of this section may not include
the identifying information of individual members.

Sec. 9B. INITIAL RISK SHARING VALUATION STUDIES; CORRIDOR MIDPOINT
(a) The pension system and the city shall separately cause their respective actuaries to
prepare an initial risk sharing valuation study that is dated as of July 1, 2016, in accor-
dance with this section. An initial risk sharing valuation study must:

(1) except as otherwise provided by this section, be prepared in accordance with Section
9A of this article and, for purposes of Section 9A(a)(4) of this article, be based on actuarial
data as of June 30, 2016, or if actuarial data is not provided, on estimates of actuarial
data; and

(2) project the corridor midpoint for 31 fiscal years beginning with the fiscal year
beginning July 1, 2017.

(b) If the initial risk sharing valuation study has not been prepared consistent with
this section before the year 2017 effective date, as soon as practicable after the year 2017
effective date:

(1) the pension system shall provide to the city actuary, under a confidentiality agree-
ment, the necessary actuarial data used by the pension system actuary to prepare the
proposed initial risk sharing valuation study; and

(2) not later than the 30th day after the date the city's actuary receives the actuarial
data:

(A) the city actuary, at the direction of the city, shall provide a proposed initial risk
sharing valuation study to the pension system actuary; and

(B) the pension system actuary, at the direction of the pension system, shall provide a
proposed initial risk sharing valuation study to the city actuary.

(c) If, after exchanging proposed initial risk sharing valuation studies under Subsec-
tion (b)(2) of this section, it is determined that the difference between the estimated city
contribution rate for any fiscal year recommended in the proposed initial risk sharing
valuation study prepared by the pension system actuary and in the proposed initial risk
sharing valuation study prepared by the city actuary is:

(1) less than or equal to two percentage points, the estimated city contribution rate for
that fiscal year recommended by the pension system actuary will be the estimated city
contribution rate for purposes of Section 9A(a)(5) of this article; or

(2) greater than two percentage points, the city actuary and the pension system actuary
shall have 20 business days to reconcile the difference and:

(A) if, as a result of reconciliation efforts under this subdivision, the difference in any
fiscal year is reduced to less than or equal to two percentage points, the estimated city
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contribution rate recommended by the pension system actuary for that fiscal year will be
the estimated city contribution rate for purposes of Section 9A(a)(5) of this article; or

(B) if, after 20 business days, the city actuary and the pension system actuary are not
able to reach a reconciliation that reduces the difference to an amount less than or equal
to two percentage points for any fiscal year:

(i) the city actuary at the direction of the city and the pension system actuary at the
direction of the pension system each shall deliver to the finance director of the city and
the executive director of the pension system a final initial risk sharing valuation study
with any agreed-to changes, marked as the final initial risk sharing valuation study for
each actuary; and

(ii) the finance director and the executive director shall execute a joint addendum to the
final initial risk sharing valuation study that is a part of each final initial risk sharing
valuation study for all purposes and that reflects the arithmetic average of the estimated
city contribution rate for each fiscal year in which the difference was greater than two
percentage points for purposes of Section 9A(a)(5) of this article, and for reporting
purposes the pension system may treat the pension system actuary's initial risk sharing
valuation study with the addendum as the final initial risk sharing valuation study.

(d) In preparing the initial risk sharing valuation study, the city actuary and pension
system actuary shall:

(1) adjust the actuarial value of assets to be equal to the market value of assets as of
July 1, 2016;

(2) assume the issuance of planned pension obligation bonds by December 31, 2017, in
accordance with Subsection (j)(2) of this section; and

(3) assume benefit and contribution changes contemplated by this article as of the year
2017 effective date.

(e) If the city actuary does not prepare an initial risk sharing valuation study for
purposes of this section, the pension system actuary's initial risk sharing valuation study
will be used as the final risk sharing valuation study for purposes of this article unless
the city did not prepare a proposed initial risk sharing valuation study because the pen-
sion system actuary did not provide the necessary actuarial data in a timely manner If
the city did not prepare a proposed initial risk sharing valuation study because the pen-
sion system actuary did not provide the necessary actuarial data in a timely manner, the
city actuary shall have 60 days to prepare the proposed initial risk sharing valuation
study on receipt of the necessary information.

(f) If the pension system actuary does not prepare a proposed initial risk sharing valu-
ation study for purposes of this section, the proposed initial risk sharing valuation study
prepared by the city actuary will be the final risk sharing valuation study for purposes of
this article.

(g) The city and the board may agree on a written transition plan for resetting the cor-
ridor midpoint:

(1) if at any time the funded ratio is equal to or greater than 100 percent; or

(2) for any fiscal year after the payoff year of the legacy liability.

(h) If the city and the board have not entered into an agreement described by Subsec-
tion (g) of this section in a given fiscal year, the corridor midpoint will be the corridor
midpoint determined for the 31st fiscal year in the initial risk sharing valuation study
prepared in accordance with this section.

(i) If the city makes a contribution to the pension system of at least $5 million more
than the amount that would be required by Section 9(a) of this article, a liability gain
layer with the same remaining amortization period as the legacy liability is created and
the corridor midpoint shall be decreased by the amortized amount in each fiscal year
covered by the liability gain layer produced divided by the projected pensionable payroll.

(j) Notwithstanding any other provision of this article, including Section 9F of this
article:
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(1) if the city fails to deliver the proceeds of pension obligation bonds totaling $750 mil-
lion on or before March 31, 2018, the board shall:

(A) except as provided by Paragraph (B) of this subdivision, immediately rescind,
prospectively, any or all benefit changes made effective under S.B. No. 2190, Acts of the
85th Legislature, Regular Session, 2017, as of the year 2017 effective date; or

(B) reestablish the deadline for the delivery of pension obligation bond proceeds, which
may not be later than May 31, 2018, reserving the right to rescind the benefit changes au-
thorized by this subdivision if the bond proceeds are not delivered by the reestablished
deadline; and

(2) subject to Subsection (k) of this section, if the board rescinds benefit changes under
Subdivision (1) of this subsection or pension obligation bond proceeds are not delivered
on or before December 31, 2017, the initial risk sharing valuation study shall be prepared
again and restated without assuming the delivery of the pension obligation bond proceeds,
the later delivery of pension obligation bond proceeds, or the rescinded benefit changes, as
applicable, and the resulting city contribution rate will become effective in the fiscal year
following the completion of the restated initial risk sharing valuation study.

(k) The restated initial risk sharing valuation study required under Subsection Y)(2) of
this section must be completed at least 30 days before the start of the fiscal year:

(1) ending June 30, 2019, if the board does not reestablish the deadline under Subsec-
tion ()(1) of this section; or

(2) immediately following the reestablished deadline, if the board reestablishes the
deadline under Subsection ()(1) of this section and the city fails to deliver the pension
obligation bond proceeds described by Subsection ()(1) of this section by the reestablished
deadline.

Sec. 9C. ACTUARIAL EXPERIENCE STUDIES. (a) At least once every four years,
the pension system actuary at the direction of the pension system shall conduct an
actuarial experience study in accordance with actuarial standards of practice. The
actuarial experience study required by this subsection must be completed not later than
September 30 of the year in which the study is required to be conducted.

(b) Except as otherwise expressly provided by Sections 9A(a)(6)(A)-(I) of this article,
actuarial assumptions and methods used in the preparation of a risk sharing valuation
study, other than the initial risk sharing valuation study, shall be based on the results of
the most recent actuarial experience study.

(c) Not later than the 180th day before the date the board may consider adopting any
assumptions and methods for purposes of Section 9A of this article, the pension system
shall provide the city actuary with a substantially final draft of the pension system's
actuarial experience study, including:

(1) all assumptions and methods recommended by the pension system's actuary; and

(2) summaries of the reconciled actuarial data used in creation of the actuarial experi-
ence study.

(d) Not later than the 60th day after the date the city receives the final draft of the pen-
sion system's actuarial experience study under Subsection (c) of this section, the city actu-
ary and pension system actuary shall confer and cooperate on reconciling and producing
a final actuarial experience study. During the period prescribed by this subsection, the
pension system actuary may modify the recommended assumptions in the draft actuarial
experience study to reflect any changes to assumptions and methods to which the pension
system actuary and the city actuary agree.

(e) At the city actuary's written request, the pension system shall provide additional
actuarial data used by the pension system actuary to prepare the draft actuarial experi-
ence study, provided that confidential data may only be provided subject to a confidential-
ity agreement in which the city actuary agrees to comply with the confidentiality provi-
sions of Section 29 of this article.

(f) The city actuary at the direction of the city shall provide in writing to the pension
system actuary and the pension system:
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(1) any assumptions and methods recommended by the city actuary that differ from the
assumptions and methods recommended by the pension system actuary; and

(2) the city actuary's rationale for each method or assumption the actuary recommends
and determines to be consistent with standards adopted by the Actuarial Standards
Board.

(g) Not later than the 30th day after the date the pension system actuary receives the
city actuary's written recommended assumptions and methods and rationale under
Subsection (f) of this section, the pension system shall provide a written response to the
city identifying any assumption or method recommended by the city actuary that the pen-
sion system does not accept. If any assumption or method is not accepted, the pension
system shall recommend to the city the names of three independent actuaries for purposes
of this section.

(h) An actuary may only be recommended, selected, or engaged by the pension system
as an independent actuary under this section if the person:

(1) is not already engaged by the city, the pension system, or any other fund or pension
system authorized under Article 6243e.2(1), Revised Statutes, or Chapter 88 (H.B. 1573),
Acts of the 77th Legislature, Regular Session, 2001 (Article 6243h, Vernon's Texas Civil
Statutes), to provide actuarial services to the city, the pension system, or another fund or
pension system referenced in this subdivision;

(2) is a member of the American Academy of Actuaries; and

(3) has at least five years of experience as an actuary working with one or more public
retirement systems with assets in excess of $1 billion.

(i) Not later than the 20th day after the date the city receives the list of three indepen-
dent actuaries under Subsection (g) of this section, the city shall identify and the pension
system shall hire one of the listed independent actuaries on terms acceptable to the city
and the pension system to perform a scope of work acceptable to the city and the pension
system. The city and the pension system each shall pay 50 percent of the cost of the inde-
pendent actuary engaged under this subsection. The city shall be provided the opportunity
to participate in any communications between the independent actuary and the pension
system concerning the engagement, engagement terms, or performance of the terms of the
engagement.

U) The independent actuary engaged under Subsection (i) of this section shall receive
on request from the city or the pension system:

(1) the pension system's draft actuarial experience study, including all assumptions
and methods recommended by the pension system actuary;

(2) summaries of the reconciled actuarial data used to prepare the draft actuarial expe-
rience study;

(3) the city actuary's specific recommended assumptions and methods together with the
city actuary's written rationale for each recommendation;

(4) the pension system actuary's written rationale for its recommendations; and

(5) if requested by the independent actuary and subject to a confidentiality agreement
in which the independent actuary agrees to comply with the confidentiality provisions of
this article, additional confidential actuarial data.

(k) Not later than the 30th day after the date the independent actuary receives all the
requested information under Subsection (J) of this section, the independent actuary shall
advise the pension system and the city whether it agrees with either the assumption or
method recommended by the city actuary or the corresponding method or assumption
recommended by the pension system actuary, together with the independent actuary's ra-
tionale for making the determination. During the period prescribed by this subsection, the
independent actuary may discuss recommendations in simultaneous consultation with
the pension system actuary and the city actuary.

(1) The pension system and the city may not seek any information from any prospec-
tive independent actuary about possible outcomes of the independent actuary's review.
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(m) If an independent actuary has questions or concerns regarding an engagement
entered into under this section, the independent actuary shall simultaneously consult
with both the city actuary and the pension system actuary regarding the questions or
concerns. This subsection does not limit the pension system's authorization to take ap-
propriate steps to complete the engagement of the independent actuary on terms accept-
able to both the pension system and the city or to enter into a confidentiality agreement
with the independent actuary, if needed.

(n) If the board does not adopt an assumption or method recommended by the city
actuary to which the independent actuary agrees, or recommended by the pension system
actuary, the city actuary is authorized to use that recommended assumption or method in
connection with preparation of a subsequent risk sharing valuation study under Section
9A of this article until the next actuarial experience study is conducted.

Sec. 9D. CITY CONTRIBUTION RATE WHEN ESTIMATED CITY CONTRIBU-
TION RATE LOWER THAN CORRIDOR MIDPOINT; AUTHORIZATION FOR
CERTAIN ADJUSTMENTS. (a) This section governs the determination of the city con-
tribution rate applicable in a fiscal year if the estimated city contribution rate is lower
than the corridor midpoint.

(b) If the funded ratio is:

(1) less than 90 percent, the city contribution rate for the fiscal year equals the corridor
midpoint; or

(2) equal to or greater than 90 percent and the city contribution rate is:

(A) equal to or greater than the minimum contribution rate, the estimated city contri-
bution rate is the city contribution rate for the fiscal year; or

(B) except as provided by Subsection (e) of this section, less than the minimum contri-
bution rate for the corresponding fiscal year, the city contribution rate for the fiscal year
equals the minimum contribution rate achieved in accordance with Subsection (c) of this
section.

(c) For purposes of Subsection (b)(2)(B) of this section, the following adjustments shall
be applied sequentially to the extent required to increase the estimated city contribution
rate to equal the minimum contribution rate:

(1) first, adjust the actuarial value of assets equal to the current market value of assets,
if making the adjustment causes the city contribution rate to increase;

(2) second, under a written agreement between the city and the board entered into
under Section 27 of this article not later than April 30 before the first day of the next fis-
cal year; reduce the assumed rate of return;

(3) third, under a written agreement between the city and the board entered into under
Section 27 of this article no later than April 30 before the first day of the. next fiscal year
prospectively restore all or part of any benefit reductions or reduce increased employee
contributions, in each case made after the year 2017 effective date; and -

(4) fourth, accelerate the payoff year of the existing liability loss layers, including the
legacy liability, by accelerating the oldest liability loss layers first, to an amortization pe-
riod that is not less than 10 years from the first day of the fiscal year beginning 12
months after the date of the risk sharing valuation study in which the liability loss layer
is first recognized.

(d) If the funded ratio is:

(1) equal to or greater than 100 percent:

(A) all existing liability layers, including the legacy liability, are considered fully
amortized and paid;

(B) the applicable fiscal year is the payoff year for the legacy liability; and

(C) for each fiscal year subsequent to the fiscal year described by Paragraph (B) of this
subdivision, the corridor midpoint shall be determined as provided by Section 9B(g) of
this article; and
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(2) greater than 100 percent in a written agreement between the city and the pension
system under Section 27 of this article, the pension system may reduce member contribu-
tions or increase pension benefits if, as a result of the action:

(A) the funded ratio is not less than 100 percent; and

(B) the city contribution rate is not more than the minimum contribution rate.

(e) Except as provided by Subsection (t) of this section, if an agreement under Subsec-
tion (d) of this section is not reached on or before April 30 before the first day of the next
fiscal year, before the first day of the next fiscal year the board shall redu~ce member
contributions and implement or increase cost of living adjustments, but only to the extent
that the city contribution rate is set at or below the minimum contribution rate and the
funded ratio is not less than 100 percent.

(f) If any member contribution reduction or benefit increase under Subsection (e) of this
section has occurred within the previous three fiscal years, the board may not make ad-
ditional adjustments to benefits, and the city contribution rate must be set to equal the
minimum contribution rate.

Sec. 9E. CITY CONTRIBUTION RATE WHEN ESTIMATED CITY CONTRIBU-
TION RATE EQUAL TO OR GREATER THAN CORRIDOR MIDPOINT AUTHORIZA-
TION FOR CERTAIN ADJUSTMENTS. (a) This section governs the determination of
the city contribution rate in a fiscal year when the estimated city contribution rate is
equal to or greater than the corridor midpoint.

(b) If the estimated city contribution rate is:

(1) less than or equal to the maximum contribution rate for the corresponding fiscal
year, the estimated city contribution rate is the city contribution rate; or

(2) except as provided by Subsection (d) or (e) of this section, greater than the maximum
contribution rate for the corresponding fiscal year, the city contribution rate equals the
corridor midpoint achieved in accordance with Subsection (c) of this section.

(c) For purposes of Subsection (b)(2) of this section, the following adjustments shall be
applied.sequentially to the extent required to decrease the estimated city contribution rate
to equal the corridor midpoint:

(1) first, if the payoff year of the legacy liability was accelerated under Section 9D(c) of
this article, extend the payoff year of existing liability loss layers, by extending the most
recent loss layers first, to a payoff year not later than 30 years from the first day of the fis-
cal year beginning 12 months after the date of the risk sharing valuation study in which
the liability loss layer is first recognized; and

(2) second, adjust the actuarial value of assets to the current market value of assets, if
making the adjustment causes the city contribution rate to decrease.

(d) If the city contribution rate after adjustment under Subsection (c) of this section is
greater than the third quarter line rate:

(1) the city contribution rate equals the third quarter line rate; and

(2) to the extent necessary to comply with Subdivision (1) of this subsection, the city
and the board shall enter into a written agreement under Section 27 of this article to
increase member contributions and make other benefits or plan changes not otherwise
prohibited by applicable federal law or regulations.

(e) If an agreement under Subsection (d)(2) of this section is not reached on or before
April 30 before the first day of the next fiscal year, before the start of the next fiscal year to
which the city contribution rate would apply, the board, to the extent necessary to set the
city contribution rate equal to the third quarter line rate, shall:

(1) increase member contributions and decrease cost-of-living adjustments;

(2) increase the normal retirement age; or 1
(3) take any combination of the actions authorized under Subdivisions (1) and (2) of

this subsection.

(f) If the city contribution rate remains greater than the corridor midpoint in the third
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fiscal year after adjustments are made in accordance with an agreement under Subsec-
tion (d)(2) of this section, in that fiscal year the city contribution rate equals the corridor
midpoint achieved in accordance with Subsection (g) of this section.

(g) The city contribution rate must be set at the corridor midpoint under Subsection (f)
of this section by:

(1) in the risk sharing valuation study for the third fiscal year described by Subsection
(f) of this section, adjusting the actuarial value of assets to equal the current market
value of assets, if making the adjustment causes the city contribution rate to decrease;
and

(2) under a written agreement entered into between the city and the board under 'Sec-
tion 27 of this article:

(A) increasing member contributions; and

(B) making any other benefits or plan changes not otherwise prohibited by applicable
federal law or regulations.

(h) If an agreement under Subsection (g)(2) of this section is not reached on or before
April 30 before the first day of the next fiscal year, before the start of the next fiscal year,
the board, to the extent necessary to set the city contribution rate equal to the corridor
midpoint, shall:

(1) increase member contributions and decrease cost-of-living adjustments;

(2) increase the normal retirement age; or

(3) take any combination of the actions authorized under Subdivisions (1) and (2) of
this subsection.

Sec. 9F UNILATERAL DECISIONS AND ACTIONS PROHIBITED. (a) Notwith-
standing Section 6() or 5B of this article, the board may not change, terminate, or modify
Sections 9 through 9E of this article.

(b) No unilateral decision or action by the board is binding on the city and no unilat-
eral decision or action by the city is binding on the pension system with respect to the ap-
plication of Sections 9 through 9E of this article unless expressly provided by a provision
of those sections. Nothing in this subsection is intended to limit the powers or authority of
the board.

Sec. 9G. STATE PENSION REVIEW BOARD; REPORT (a) After preparing a final
risk sharing valuation study under Section 9A or 9B of this article, the pension system
and the city shall jointly submit a copy of the study or studies, as appropriate, to the
State Pension Review Board for a determination that the pension system and city are in
compliance with this article.

(b) Not later than the 30th day after the date an action is taken under Section 9D or
9E of this article, the pension system shall submit a report to the State Pension Review
Board regarding any actions taken under those sections.

(c) The State Pension Review Board shall notify the governor, the lieutenant governor;
the speaker of the house of representatives, and the legislative committees having principal
jurisdiction over legislation governing public retirement systems if the State Pension
Review Board determines the pension system or the city is not in compliance with Sec-
tions 9 through 9F of this article.

SECTION 2.12. Article 6243g-4, Revised Statutes, is amended by adding Section
10A to read as follows:

Sec. 10A. REPORT ON INVESTMENTS BY INDEPENDENT INVESTMENT
CONSULTANT (a) At least once every three years, the board shall hire an independent
investment consultant, including an independent investment consulting firm, to conduct
a review of pension system investments and submit a report to the board and the city
concerning that review. The independent investment consultant shall review and report
on at least the following:

(1) the pension system's compliance with its investment policy statement, ethics poli-
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cies, including policies concerning the acceptance of gifts, and policies concerning insider
trading;

(2) the pension system's asset allocation, including a review and discussion of the vari-
ous risks, objectives, and expected future cash flows;

(3) the pension system's portfolio structure, including the system's need for liquidity,
cash income, real return, and inflation protection and the active, passive, or index ap-
proaches for different portions of the portfolio;

(4) investment manager performance reviews and an evaluation of the processes used
to retain and evaluate managers;

(5) benchmarks used for each asset class and individual manager;

(6) evaluation of fees and trading costs;

(7) evaluation of any leverage, foreign exchange, or other hedging transaction; and

(8) an evaluation of investment-related disclosures in the pension system's annual
reports.

(b) When the board retains an independent investment consultant under this section,
the pension system may require the consultant to agree in writing to maintain the
confidentiality of

(1) information provided to the consultant that is reasonably necessary to conduct a
review under this section; and

(2) any nonpublic information provided for the pension system for the review.

(c) The costs for the investment report required by this section must be paid from the
fund.

SECTION 2.13. Sections 11(a) and (c), Article 6243g-4, Revised Statutes, are
amended to read as follows:

(a) A member who returns to service after an interruption in service is eligible for
[entitled-te] credit for the previous service to the extent provided by Section 17 or 19 of
this article.

(c) A member may not have any service credited for unused sick leave, vacation pay,
[er] accumulated overtime, or equivalent types of pay until the date the member retires,
at which time the member may apply some or all of the service to satisfy the require-
ments for retirement, although the member otherwise could not meet the service require-
ment without the credit.

SECTION 2.14. Section 12, Article 6243g-4, Revised Statutes, is amended by amend-
ing Subsections (a), (b), (c), (d), (e), (h), and (i) and adding Subsections (b-1), (b-2), (b-3),
(c-1), (c-2), (j), (k), (1), and (m) to read as follows:

(a) A member who separates from service after attaining normal retirement age [earn-
ing 20 or ::.r: year 6f servie] is eligible to receive a monthly service pension, begin-
ning in the month of separation from service. A member who separates from service as a
classified police officer with the city after November 23, 1998, after earning 10 or more
but less than 20 years of service in [any-efl the [eity's] pension system [systems] and who
complies with all applicable requirements of Section 19 of this article is eligible to
receive a monthly service pension, beginning in the month the individual attains normal
retirement [69 years--e age. An individual may not receive a pension under this article
while still an active member zxet as prvided by S]b2eti () of this seeti&n]. All
service pensions end with the month in which the retired member dies. The city shall
supply all personnel, financial, and payroll records necessary to establish the member's
eligibility for a benefit, the member's credited service, and the amount of the benefit.
The city must provide those records in the format specified by the pension system.

(b) Except as otherwise provided by this section, including Subsection (b-3) of this sec-
tion, the monthly service pension of a member who:

(1) is hired before October 9, 2004, including a member hired before October 9, 2004,
who involuntarily separated from service but has been retroactively reinstated under
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arbitration, civil service, or a court ruling, [that b]eeme due after May 1, 2001,1 is equal
to the sum of

(A) 2.75 percent of the member's final average [tetal-direet] pay multiplied by the
member's years or partial years of service [et, if the member retired before November-24,

1, 2.75 pereent of the member's bae seary] for [eaeh-ef] the member's first 20 years
of service; and

(B) [,-pie -a additional] two percent of the member's final average [tetal-direet] pay
multiplied by the member's years or partial years of service for the member's years of ser-
vice in excess of the 20 years of service described by Paragraph (A) of this subdivision; or

(2) except as provided by Subdivision (1) of this subsection and subject to Subsection
(b-3) of this section, is hired or rehired as an active member on or after October 9, 2004,
is equal to the sum of-

(A) 2.25 percent of the member's final average pay multiplied by the member's years or
partial years of service for the member's first 20 years of service; and

(B) two percent of the member's final average pay multiplied by the member's years or
partial years of service in excess of 20 years of service described by Paragraph (A) of this
subdivision [for each ofthe mzmbers e y o s eamputed to th.
eat one twelfth of a year].

(b-i) A member who [searaates frozmaz-eriafter Novemrber 23, 1998, inR~ziding
member whe was a DROP jartiipait, d] begins to receive a monthly service pension
under Subsection (b)(1) of this section shall also receive a one-time lump-sum payment of
$5,000 at the same time the first monthly pension payment is made. The lump-sum pay-
ment under this subsection is not available to a member who has previously received a
$5,000 payment under this section or Section 16 of this article. A member described by
Subsection (b)(2) of this section may not receive the lump-sum payment described by this
subsection.

(b-2) For purposes of Subsections (b) and (b-1) of this section, partial years shall be
computed to the nearest one-twelfth of a year

(b-3) A member's monthly service pension determined under Subsection (b)(2) of this
section may not exceed 80 percent of the member's final average pay.

(c) Subject to Subsection (c-2) of this section, beginning with the fiscal year ending
June 30, 2021, the [T-he] pension payable to a [eaeh] retired member or survivor who is
55 years of age or older as of April 1 of the applicable fiscal year; a member or survivor
who received benefits or survivor benefits before June 8, 1995, or a survivor of an active
member who dies from a cause connected with the performance of the member's duties [of
the pension oystem] shall be adjusted annually, effective April 1 of each year, upward at
a rate equal to the most recent five fiscal years' smoothed return, as determined by the
pension system actuary, minus 500 basis points [two-tui1ds 1 f any pereetag - if u !
the Cons.aizr Priz index for All U!+"r Genst.imers for the preeeding year. The arnet
of the aual adjustment may net be lce than three~ percent orfnr thani eight pe.
of the pnsien being paid immendiftcly befere the adjustmnirt, netwithstfmding a greatcr

orlse iees in the eceriedc]

(c-1) Subject to Subsection (c-2) of this section, for the pension system's fiscal years
ending June 30, 2018, June 30, 2019, and June 30, 2020, the pension payable to each
retired member or survivor who is 70 years of age or older shall be adjusted annually, ef-
fective April 1 of each year upward at a rate equal to the most recent five fiscal years'
smoothed return, as determined by the pension system actuary, minus 500 basis points.

(c-2) The percentage rate prescribed by Subsections (c) and (c-1) of this section may
not be less than zero percent or more than four percent, irrespective of the return rate of
the pension system's investment portfolio.

(d) A retired member who receives a service pension under this article is eligible
[entitled] to receive an additional amount each month equal to $150, beginning on the
later of the date the retired member's pension begins or the date the first monthly pay-
ment becomes due after June 18, 2001, and continuing until the end of the month in
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which the retired member dies. This amount is intended to defray the retired member's
group medical insurance costs and will be paid directly by the fund to the retired member
for the retired member's lifetime.

(e) At the end of each calendar year beginning after 1998, and subject to the condi-
tions provided by this subsection, the pension system shall make a 13th benefit payment
to each member or survivor who is hired or rehired before October 9, 2004, including a
member hired or rehired before October 9, 2004, who was reinstated under arbitration,
civil service, or a court ruling after that date, and [perso] who is receiving a service
pension. The amount of the 13th payment shall be the same as the last monthly pay-
ment received by the retiree or survivor before issuance of the payment, except the pay-
ment received by any person who has been in pay status for less than 12 months shall
be for a prorated amount determined by dividing the amount of the last payment received
by 12 and multiplying this amount by the number of months the person has been in pay
status. The 13th payment may be made only for those calendar years in which the pen-
sion system's funded ratio is 120 percent or greaterit

(I) the avsetr hel a b t e i f ret will pqay or ec J ts labloties afier the 1th pay

[(2) th at of rora iwh th e m bd'astsexcedede periodi for the last fi
yer eingbore the payment; and

[(8) the payment will not eeus an inerease in thoe eep,..t. the eity woald have
been required to make if the 18th patyinnt had not been made].

(h) Final average [Average totel dioteA] pay for a member who retires after participat-
ing in a -phase-down program in which the member receives a periodic payment that is
generated from the member's accumulated sick time, vacation time, and overtime bal-
ances shall be based on the final average pay the member received on the earlier of the
date:

(1) immediately preceding the date the member began phase-down participation; or
(2) if the member began DROP participation on or after the year 2017 effective date,

the member began participation in DROP [highest pay period, e.eluding any pay for
overtime work, inthe perieds duing whieh the member werkod4 f-dll timeobfore
participating in the phase down pregr. .

(i) The computation of final average [total-direet] pay shall be made in accordafice
with procedures and policies adopted by the board.

(j) A member participating in the phase-down program, defined in the 2011 labor
agreement between the city and the police officers' union, who has separated from service
is eligible to receive a monthly service pension as if the member had attained normal
retirement age. Notwithstanding any other law, a member participating in option A or B
of the phase-down program whose effective date of entry into DROP is on or before the
year 2017 effective date is, on exiting the phase-down program and separating from ser-
vice, eligible to receive a monthly service pension equal to the amount credited to the
member's DROP account under Section 14(d) of this article immediately before the
member separated from service.

(k) If a member is hired on or after October 9, 2004, the member may elect to receive a
partial lump-sum optional payment equal to not more than 20 percent of the actuarial
value of the member's accrued pension at retirement. The lump-sum payment under this
subsection shall be actuarially neutral. Notwithstanding any other law, if a member
elects to receive a lump-sum payment under this subsection, the value of the member's
monthly service pension shall be reduced actuarially to reflect the lump-sum payment.

(1) A member who is receiving workers' compensation payments or who has received
workers' compensation and subsequently retires or begins participation in DROP will
have the member's pension or DROP benefit, as applicable, calculated on the pay that the
member would have received had the member not been receiving workers' compensation
benefits.

(m) For a member who is promoted or appointed to a position above the rank of captain
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on or after the year 2017 effective date, the member's monthly service pension and member
contributions shall be based on, as determined by the board:

(1) the member's pay for the position the member held immediately before being
promoted or appointed; or

(2) the pay of the highest civil rank for classified police officers for those members who
have no prior service with the city, which pay must be calculated based on the three-year
average prior to retirement.

SECTION 2.15. Section 14, Article 6243g-4, Revised Statutes, is amended by amend-
ing Subsections (b), (c), (d), (e), (f-1), (h), (i), (k), and (1) and adding Subsections (c-1)
and (c-2) to read as follows:

(b) An active member who was hired before October 9, 2004, including a member hired
before October 9, 2004, who has been reinstated under arbitration, civil service, or a court
ruling after that date, and has at least 20 years of service with the police department
may file with the pension system ai election to participate in DROP and receive a DROP
benefit instead of the standard form of pension provided by this article as of the date the
active member attained 20 years of service. The election may be made, under procedures
established by the board, by an eligible active member who has attained the required
years of service. A DROP election that is made and accepted by the board may not be
revoked [before u h1 member'u oe rat u fanum as ro .

(c) The monthly service pension or ltnd] death benefits of an active member who is a
DROP participant that were accrued under this article as it existed immediately before
the year 2017 effective date remain accrued.

(c-1) The monthly service pension or death benefits of an active member who becomes a
DROP participant on or after the year 2017 effective date will be determined as if the lee-
tive] member had separated from service and begun receiving a pension on the effective
date of the member's DROP election and the [-The--aetive] member does not retire but
does not accrue additional service credit beginning on the effective date of the member's
entry into DROP -

(c-2) For a member who exits DROP on or after the year 2017 effective date.

(1) any [th-e leetion, aId increases in the member's pay that occur on or after the ef-
fective date of the member's entry into DROP [thatdate] may not be used in computing
the Eaetive] member's monthly service pension; and

(2) any[, exzst a pieled by Subseetin (l) of this ] b ] cost-of-living adjust-
ments that occur on or after the effective date of the member's entry into DROP [that
date] and that otherwise would be applicable to the pension will not be made during the
time the member participates in DROP.

(d) The member's DROP benefit is determined as provided by this subsection and
Subsection (e) of this section. Each month an amount equal to the monthly service pen-
sion the active member would have been eligible [eetitled] to receive if the active member
had separated from service on the effective date of entry into DROP, less any amount
that is intended to help defray the active member's group medical insurance costs as
described by Section 12(d) of this article, shall be credited to a notional DROP account
for the active member[, mid etteh month anaetn equel to the mnrthly eentribtionm
the sttv mem~be. mae to the fund o~n an~d after the effcztive date of erktr ito DROP
aloe shagl be ereditd to the sa~me netiene DROP azetuitJ. In any year in which a 13th
payment is made to retired members under Section 12(e) of this article, an amount
equal to the amount of the 13th payment that would have been made to the DROP par-
ticipant if the DROP participant had retired on the date of DROP entry will be credited
to the DROP account.

(e) As of the end of each month an amount is credited to each active member's notional
DROP account at the rate of one-twelfth of a hypothetical earnings rate on amounts in
the account. The hypothetical earnings rate is determined for each calendar year based
on the compounded average of the aggregate annual rate of return on investments of the
pension system for the five consecutive fiscal years ending June 30 preceding the
calendar year to which the earnings rate applies, multiplied by 65 percent. The hypothet-
ical earnings rate may not be less than 2.5 percent [tere].
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(f-1) If a DROP participant separates from service due to death, [and] the partici-
pant's surviving spouse is eligible [person entitled] to receive benefits under Sections 16
and 16A of this article and the surviving spouse may elect to receive [dees not revoke the
DROP eleetion-] the DROP benefit [may be-received] in the form of an additional annuity
over the life expectancy of the surviving spouse.

(h) Instead of beginning to receive a service pension on separation from service in ac-
cordance with Section 12 of this article, a retired member who is a DROP participant
may elect to have part or all of the amount that would otherwise be paid as a monthly
service pension, less any amount required to pay the retired member's share of group
medical insurance costs, credited to a DROP account, in which case the additional
amounts will become eligible to be credited with hypothetical earnings in the same man-
ner as the amounts described by Subsection (g) of this section. On and after the year
2017 effective date, additional amounts may not be credited to a DROP account under
this subsection. Any amounts credited under this subsection before the year 2017 effective
date shall remain accrued in a retired member's DROP account.

(i) A retired member who has not attained age 70-/2, whether or not a DROP partici-
pant before retirement, may elect to have part or all of an amount equal to the monthly
service pension the retired member would otherwise be entitled to receive, less any
amount required to pay the retired member's share of group medical insurance costs,
credited to a DROP account, in which case the amounts will become eligible to be credited
with hypothetical earnings in the same manner as the amounts described by Subsection
(g) of this section. On and after the year 2017 effective date, additional amounts may not
be credited to a DROP account under this subsection. Any amounts credited under this
subsection before the year 2017 effective date shall remain accrued in a retired member's
DROP account [A rtired member who has electedto have monthly scapns ft
benefits credited to a DROP accauent under this subseetiert or Stbseetier. (h) of this see
tion may direct that the eredits stop and the mently ionic resume~ eat an.y
tie. Howevra retre memnber who steps the eredt !kt ayti Aetr Septemnber 1,
1999, mnay net later retit the. erdts].

(k) If a retired member who is [er-was] a DROP participant is rehired as an employee
of the police department, any pension or DROP distribution that was being paid shall be
suspended and the monthly amount described by Subsection (d) of this section will again
begin to be credited to the DROP account while the member continues to be an employee.
If the members DROP account has been completely distributed, a new notional account
may not [will] be created and the monthly amount described by Subsection (d) of this sec-
tion may not be credited to a DROP account on behalf of the member [to receive the
member's inanthly eredits. if at retired memtber whe wacs never a DROP participanft is
rehired as an employee of the pelica department, that member shall be eligible to elact

p~icpetin D ROP onthe. same basis as an ote mebe]

(1) The maximum number of years an active member may participate in DROP is 20
years. Except as provided by this subsection, after the DROP participant has reached the
maximum number of years of DROP participation prescribed by this subsection, includ-
ing DROP participants with 20 years or more in DROP on or before the year 2017 effec-
tive date, the DROP participant may not receive the monthly service pension that was
credited to a notional DROP account but may receive the hypothetical earnings rate
stated in Subsection (e) of this section. Notwithstanding the preceding, a member's DROP
account balance before the year 2017 effective date may not be reduced under the preced-
ing provisions of this subsection [The DROP accant of each DROP partiipant who wa
an aECtive 2be on May 1, 200, shall b Revised td austed, affetive n that
date, t rfect tha andnt thadt auld hav b ededi tb thi a-1),nt if (1) cm)br
pensin htad bcen asmputed basfd on 2.7l plows:t ofthe memb~ totaldiree
paty, or base pay if applicable, for caeh of the member's first 20 years of servica. The
DROP aeeount adjustment shall alca inelude the assumed ea.rnings that waulid hava
been erediteed to the accaunt if the 2.75 pereent mu.~ltiplier for the first 20 years ofseie
had beant in effcct fromn the time the member beecte a DROP pariipatnt]

SECTION 2.16. Section 15, Article 6243g-4, Revised Statutes, is amended by amend-
ing Subsections (a), (b), (c), (d), (e), and Wi and adding Subsections (a-i), (c-i), (1), (in),
and (n) to read as follows:
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(a) An active member who becomes totally and permanently incapacitated for the per-
formance of the member's duties as a result of a bodily injury received in, or illness
caused by, the performance of those duties shall, on presentation to the board of proof of
total and permanent incapacity, be retired and shall receive an immediate duty-
connected disability pension equal to:

(1) for members hired or rehired before October 9, 2004, the greater of 55 percent of
the member's final average [tetal-direet] pay at the time of retirement or the member's
accrued service pension; or

(2) for members hired or rehired on or after October 9, 2004, the greater of 45 percent
of the member's:

(A) final average pay at the time of retirement; or

(B) accrued service pension.

(a-1) If the injury or illness described by Subsection (a) of this section involves a
traumatic event that directly causes an immediate cardiovascular condition resulting in
a total disability, the member is eligible for a duty-connected disability pension. A dis-
ability pension granted by the board shall be paid to the member for the remainder of
the member's life, [or-fed] as long as the incapacity remains, subject to Subsection (e) of
this section. If a member is a DROP participant at the commencement of the member's
disability, the member shall have the option of receiving the DROP balance in any man-
ner that is approved by the board and that satisfies the requirements of Section 401(a)(9)
of the code and Treasury Regulation Section 1.104-1(b) (26 C.F.R. Section 1.104-1) and
is otherwise available to any other member under this article.

(b) A member [with 10 yeasr m:r: :: ::r:it:d s:rvi::] who becomes totally and
permanently incapacitated for the performance of the member's duties and is not eligible
for either an immediate service pension or a duty-connected disability pension is eligible
for an immediate monthly pension computed in the same manner as a service retire-
ment pension but based on final average [tetal-direet] pay and service accrued to the
date of the disability. The pension under this subsection may not be less than:

(1) for members hired before October 9, 2004, including a member who involuntarily
separated from service but has been retroactively reinstated under arbitration, civil ser-
vice, or a court ruling, 27.5 percent of the member's final average [tetel-4eet] pay; or

(2) except as provided by Subdivision (1) of this subsection, for members hired or
rehired on or after October 9, 2004, 22.5 percent of the member's final average pay. -

(c) A member hired or rehired before October 9, 2004, who becomes eligible [entitledl
to receive a disability pension after November 23, 1998, is eligible [entitled] to receive:

(1) subject to Subsection (c-1) of this section, a one-time lump-sum payment of $5,000
at the same time the first monthly disability pension payment is made, but only if the
member has not previously received a $5,000 payment under this section or Section 12
of this article; and

(2) [.The r]tred m ahall an additional amount each month equal
to $150, beginning on the later of the date the pension begins or the date the first
monthly payment becomes due after June 18, 2001, and continuing as long as the dis-
ability pension continues, to help defray the cost of group medical insurance.

(c-1) For any year in which a 13th payment is made to retired members under Sec-
tion 12(e) of this article, a 13th payment, computed in the same manner and subject to
the same conditions, shall also be paid to members who have retired under this section.

(d) A person may not receive a disability pension unless the person files with the
board an application for a disability pension not later than 180 days after the date of
separation from service, at which time the board shall have the person examined, not
later than the 90th day after the date the member files the application, by a physician or
physicians chosen and compensated by the board. The physician shall make a report and
recommendations to the board regarding the extent of any disability and whether any
disability that is diagnosed is a duty-connected disability. Except as provided by Subsec-
tion (j) of this section, a person may not receive a disability pension for an injury received
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or illness incurred after separation from service. In accordance with Section 6(g) of this
article, the board may, through its presiding officer, issue process, administer oaths, ex-
amine witnesses, and compel witnesses to testify as to any matter affecting retirement,
disability, or death benefits under any pension plan within the pension system.

(e) A retired member who has been retired for disability is subject at all times to
reexamination by a physician chosen and compensated by the board and shall submit to
further examination as the board may require. If a retired member refuses to submit to
an examination, the board shall [may] order the payments stopped. If a retired member
who has been receiving a disability pension under this section recovers so that in the
opinion of the board the retired member is able to perform the usual and customary
duties formerly performed for the police department, and the retired member is
reinstated or offered reinstatement to the position, or hired by another law enforcement
agency to a comparable position [reasenably eoarabl in rak and resnsibility to
the position, held at the tirnt ef separation f.m se ], the board shall order the
member's disability pension stopped. A member may apply for a normal pension benefit,
if eligible, if the member's disability benefit payments are stopped by the board under this
subsection.

(i) Effective for payments that become due after April 30, 2000, and instead of the dis-
ability benefit provided by Subsection (a) or[-] (b)[]-ef-h)] of this section, a member who
suffers a catastrophic injury shall receive a monthly benefit equal to 100 percent of the
member's final average tetal--direet] pay determined as of the date of retirement, and
the member's DROP balance, if any.

(7) A disability pension may not be paid to a member for any disability if-

(1) the disability resulted from an intentionally self-inflicted injury or a chronic illness
resulting from:

(A) an addiction by the member through a protracted course of non-coerced ingestion of
alcohol, narcotics, or prescription drugs not prescribed to the member; or

(B) other substance abuse; or

(2) except as provided by Subsection (m) of this section, the disability was a result of
the member's commission of a felony,

(m) The board may waive Subsection a)(2) of this section if the board determines that
facts exist that mitigate denying the member's application for a disability pension.

(n) A person who fraudulently applies for or receives a disability pension may be
subject to criminal and civil prosecution.

SECTION 2.17. Section 16, Article 6243g-4, Revised Statutes, is amended to read as
follows:

Sec. 16. RIGHTS OF SURVIVORS. (a) For purposes of this article, a marriage is
considered to exist only if the couple is lawfully married under the laws of a state, the
District of Columbia, a United States territory, or a foreign jurisdiction and the marriage
would be recognized as a marriage under the laws of at least one state, possession, or ter-
ritory of the United States, regardless of domicile [nanarriuge is ru. dd in. the reods of
the~ . ee.,d..r's efflee in the zeufti in whieh the marriagei'ee.... was pzfernd]. In
the case of a common-law marriage, a marriage declaration must be signed by the
member and the member's common-law spouse before a notary public or similar official
and recorded in the records of the applicable jurisdiction [eaunty elerk's effiee in the
eettmy] in which the couple resides at the commencement of the marriage. In addition, a
marriage that is evidenced by a declaration of common-law marriage signed before a no-
tary public or similar official after December 31, 1999, may not be treated as effective
earlier than the date on which it was signed before the notary public or similar official.

(b) If a retired member dies after becoming eligible for [entitled-te] a service or dis-
ability pension, the board shall pay an immediate monthly benefit as follows:

(1) to the surviving spouse for life, if there is a surviving spouse, a sum equal to the
pension that was being received by the retired member at the time of death;

(2) to the guardian of any dependent child under 18 years of age or a child with a dis-
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ability as long as the dependent child complies with the definition of dependent child
under Section 2(7) of this article [ehildren], on behalf of the dependent child [ehildren],
or directly to a dependent child described by Section 2(7)(B) of this article, and if there is
no spouse eligible for [entitledt] an allowance, the sum a surviving spouse would have
received, to be divided equally among all [the] dependent children if there is more than
one dependent child; or

(3) to any dependent parents for life if no spouse or dependent child is eligible for
[entitledto] an allowance, the sum the spouse would have received, to be divided equally
between the two parents if there are two dependent parents.

(c) If an active [a] member of the pension system who has not completed 20 (0] years
of service in the police department is killed or dies from any cause growing out of or in
consequence of any act clearly not in the actual performance of the member's official
duty, the member's surviving spouse, dependent child or children, or dependent parent
or parents are eligible [entitled] to receive an immediate benefit. The benefit is computed
in the same manner as a service retirement pension but is based on the deceased
member's service and final average [tetal-direet] pay at the time of death. The monthly
benefit may not be less than:

(1) 27.5 percent of the member's final average [total-direet] pay for members hired
before October 9, 2004, including a member who involuntarily separated from service but
has been retroactively reinstated under arbitration, civil service, or a court ruling; or

(2) 22.5 percent of the member's final average pay for members hired or rehired on or
after October 9, 2004.

(e) If any active member is killed or dies from any cause growing out of or in conse-
quence of the performance of the member's duty, the member's surviving spouse, depen-
dent child or children, or dependent parent or parents are eligible [entitled] to receive
immediate benefits computed in accordance with Subsection (b) of this section, except
that the benefit [payble to the spous, or to the g of the deendent ehild or oil
dreif fthere ,o .o . gispotte, or the dependen~t paren~t or parents if there i~

.~.rvivn o or depe.de.t hild,] is equal to 100 percent of the member's final aver-
age [total-direet] pay, computed as of the date of death.

(f A surviving spouse who receives a survivor's benefit under this article is eligible
[entitled] to receive an additional amount each month equal to $150, beginning with the
later of the date the first payment of the survivor's benefit is due or the date the first
monthly payment becomes due after June 18, 2001, and continuing until the end of the
month in which the surviving spouse dies.

(g) A surviving spouse or dependent who becomes eligible to receive benefits with re-
spect to an active member who was hired or rehired before October 9, 2004, who dies in
active service after November 23, 1998, is eligible [entitled] to receive a one-time lump-
sum payment of $5,000 at the time the first monthly pension benefit is paid, if the
member has not already received a $5,000 lump-sum payment under Section 12 or 15(c)
of this article. If more than one dependent is eligible to receive a payment under this
subsection, the $5,000 shall be divided equally among the eligible dependents. This pay-
ment has no effect on the amount of the surviving spouse's or dependents' monthly pen-
sion and may not be paid more than once.

(h) The monthly benefits of surviving spouses or dependents provided under this sec-
tion, except the $150 monthly payments described by Subsection (f of this section, shall
be increased annually at the same time and by the same percentage as the pensions of
retired members are increased in accordance with Section 12(c) or 12(c-1) of this-article.
Also, for any year in which a 13th payment is made pursuant to Section 12(e) of this
article, a 13th payment, computed in the same manner and subject to the same condi-
tions, shall also be made to the survivor [eurvivere] who is eligible [are-entitled] to
receive death benefits at that time if the member would have been entitled to a 13th pay-
ment, if living.

(i) If a member or individual receiving a survivor's pension dies before monthly pay-
ments have been made for at least five years, leaving no person otherwise eligible
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[entitled] to receive further monthly payments with respect to the member, the monthly
payments shall continue to be made [to the designated beneficary of the memr 0
suvvr or- to the estatw of the memnber or sur-vivor if a benefieiary was not designated]
in the same amount as the last monthly payment made to the member or[;] survivor[-or
estate] until payments have been made for five years with respect to the member. The
payments shall be made to the spouse of the member if living, and if no spouse is living,
to the natural or adopted children of the member, to be divided equally among the chil-
dren if the member has more than one child. If the member has no spouse or children
who are living, the benefit may not be paid. If the member dies after becoming eligible
to receive benefits [vested] but before payments begin, leaving no survivors eligible for
benefits, the amount of each monthly payment over the five-year period shall be the
same as the monthly payment the member would have received if the member had
taken disability retirement on the date of the member's death and shall be paid to the
member's spouse or children in the manner provided by this subsection. If the member
has no spouse or children who are living, then the benefit may not be paid [A-member
ma, cL0 gnat* a benefieir - . lic... of he Memaber's es3tate to i-cczive the remninng pay
icnts itt the event the revber _A*d all stiryvors die before paymentshvebeen reeve

for-five-years]. The member's estate or a beneficiary who is not a survivor or dependent
is not eligible [entitled] to receive the payment described by Subsection (g) of this
section.

(Q) A benefit payment made in accordance with this section on behalf of a minor or
other person under a legal disability fully discharges the pension system's obligation to
that person.

(k) A retired member or surviving spouse may designate a beneficiary on a form
prescribed by the pension system to receive the final monthly payment owed but not
received before the member's or surviving spouse's death.

(1) The board may at any time require a person receiving death benefits as a disabled
child under this article to undergo a medical examination by a physician appointed or
selected by the board for that purpose.

SECTION 2.18. Section 16A, Article 6243g-4, Revised Statutes, is amended to read
as follows:

Sec. 16A. BENEFICIARY DESIGNATION FOR DROP. (a) Except for the marriage
requirement described by Section 16(a) of this article, the [The] provisions of Section 16
of this article pertaining to rights of survivors do not apply to an amount held in a
member's DROP account. A member who participates in DROP may designate a benefi-
ciary in the form and manner prescribed by or on behalf of the board to receive the bal-
ance of the member's DROP account in the event of the member's death, as permitted by
Section 401(a)(9) of the code and the board's policies. A member who is married is
considered to have designated the member's spouse as the member's beneficiary unless
the spouse consents, in a notarized writing delivered to the board, to the designation of
another person as beneficiary. If no designated beneficiary survives the member, the
board shall [may] pay the balance of the member's DROP account to the member's bene-
ficiaries in the following order:

(1) to the member's spouse;

(2) if the member does not have a spouse, to each natural or adopted child of the
member, or to the guardian of the child if the child is a minor or has a disability, in
equal shares;

(3) if the member does not have a spouse or any children, to each surviving parent of
the member in equal shares; or

(4) if the member has no beneficiaries described by Subdivisions (1), (2), and (3) of
this subsection, to the estate of the member.

(b) If a member names a spouse as a beneficiary and is subsequently divorced from
that spouse, the divorce voids the designation of the divorced spouse as the member's
beneficiary. A designation of a divorced spouse will cause the board to pay any balance
remaining in the member's DROP account in the order prescribed by Subsection (a) of
this section.
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(c) The surviving spouse may designate a beneficiary on a form prescribed by the pen-
sion system to receive the balance of the DROP account owed but not received before the
surviving spouse's death.

(d) Payment of the balance of the member's DROP account made in accordance with
this section on behalf of a minor or other person under a legal disability fully discharges
the pension system's obligation to that person.

SECTION 2.19. Section 17, Article 6243g-4, Revised Statutes, is amended by amend-
ing Subsections (b), (d), and (e) and adding Subsection (i) to read as follows:

(b) A member of the pension system who has not completed 20 years of service at the
time of separati6n from service with the police department is eligible for [entitled-te] a
refund of the total of the contributions the member made to the pension system, plus
any amount that was contributed for the member by the city and not applied in accor-
dance with this section to provide the member with 10 years of service. The refund does
not include interest, and neither the city nor the member is eligible for [entitled-te] a
refund of the contributions the city made on the member's behalf, except as expressly
provided by this subsection. By receiving the refund, the member forfeits any service
earned before separation from service, even if it is otherwise nonforfeitable.

(d) A member must apply to the board for a refund within one year after the date of
separation from service. Failure to apply for the refund within the one-year period
results in a forfeiture of the right to the refund except for an inactive member who is
eligible for a pension [whse right t u nonferftable]. However, the board
may reinstate any amount forfeited and allow the refund on application by the former
member.

(e) Heirs, executors, administrators, personal representatives, or assignees are not
eligible [entitled] to apply for and receive the refund authorized by this section [exeept
as. provided by Seetion 16(e) of this atrticlel.

(i) Former members reemployed on or after October 9, 2004, or current members who
left service after October 9, 2004, if reemployed by the city, may purchase prior service
credit at a rate of interest equal to 2.25 percent per year. Active members hired before
October 9, 2004, who have not yet purchased prior service credit or members hired before
October 9, 2004, who involuntarily separated from service but have been retroactively
reinstated under arbitration, civil service, or a court ruling may purchase prior service
credit at a rate of interest equal to 2.75 percent per year The board may adopt rules nec-
essary to implement this section.

SECTION 2.20. Section 18(a), Article 6243g-4, Revised Statutes, is amended to read
as follows:

(a) Except as provided by this section:

(1) credit may not be allowed to any person for service with any department in the
city other than the police department; [tnd]

(2) a person's service will be computed from the date of entry into the service of the
police department as a classified police officer until the date of separation from service
with the police department; and

(3) a member who received service credit for service with any department in the city
other than the police department and who is receiving a monthly pension benefit or who
began participation in DROP before the year 2017 effective date shall continue to have
the service credit apply.

SECTION 2.21. Sections 19(b) and (d), Article 6243g-4, Revised Statutes, are
amended to read as follows:

(b) A person who rejoins the pension system under this section is eligible [entitled] to
receive service credit for each day of service and work performed by the person in a clas-
sified position in the police department, except for any period during which the person is
a DROP participant. The board shall add service earned after the transfer to the prior
service the active member accrued in a classified position in the police department.
However, the active member may not receive service credit under this article, except to
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the extent provided by Section 18, for service performed for the city other than in a clas-
sified position in the police department.

(d) When a member who has transferred as described by this section subsequently
retires, the retired member is eligible for [entitled-to] a pension computed on the basis of
the combined service described by Subsection (b) of this section, after deducting any pe-
riod in which the member was suspended from duty without pay, on leave of absence
without pay, separated from service, or employed by the city in a capacity other than in
a classified position in the police department.

SECTION 2.22. Section 21, Article 6243g-4, Revised Statutes, is amended to read as
follows:

Sec. 21. DETERMINATION OF BENEFITS; PROVISION OF INFORMATION.
(a) The board may require any member, survivor, or other person or entity to furnish in-
formation the board requires for the determination of benefits under this article. If a
person or entity does not cooperate in the furnishing or obtaining of information required
as provided by this section, the board may withhold payment of the pension or other
benefits dependent on the information.

(b) The city, not later than the 14th day after the date the city receives a request by or
on behalf of the board, shall, unless otherwise prohibited by law, supply the pension
system with personnel, payroll, and financial records in the city's possession that the pen-
sion system determines necessary to provide pension administrative and fiduciary ser-
vices under this section, to establish beneficiaries' eligibility for any benefit, or to
determine a member's credited service or the amount of any benefits, including disability
benefits, and such other information the pension system may need, including:

(1) information needed to verify service, including the following information:

(A) the date a person is sworn in to a position;

(B) the days a person is under suspension;

(C) the days a person is absent without pay, including the days a person is on maternity
leave;

(D) the date of a person's termination from employment; and

(E) the date of a person's reemployment with the city;

(2) medical records;

(3) workers' compensation records and pay information;

(4) payroll information;

(5) information needed to verify whether a member is on military leave; and

(6) information regarding phase-down participants, including information related to
entry date and phase-down plan.

(c) The city shall provide any information that may be reasonably necessary to enable
the pension system to comply with administrative services the pension system performs
for the city as reasonably necessary to obtain any ruling or determination letter from the
Internal Revenue Service.

(d) The information provided by the city shall be transmitted to the pension system
electronically in a format specified by the pension system, to the extent available to the
city, or in writing if so requested on behalf of the pension system.

(e) The pension system shall determine each member's credited service and pension
benefits on the basis of the personnel and financial records of the city and the records of
the pension system.

SECTION 2.23. Section 23, Article 6243g-4, Revised Statutes, is amended to read as
follows:

Sec. 23. MEMBERS IN MILITARY SERVICE. (a) A member of the pension system
engaged in active service in a uniformed service may not be required to make the
monthly payments into the fund and may not lose any previous years' service with the

788

Ch. 320, § 2.21



85th LEGISLATURE-REGULAR SESSION

city because of the uniformed service. The uniformed service shall count as continuous
service in the police department if the member returns to the city police department af-
ter discharge from the uniformed service as an employee within the period required by
the Uniformed Services Employment and Reemployment Rights Act of 1994 (38 U.S.C.
Section 4301 et seq.), as amended, and the uniformed service does not exceed the period
for which a person is eligible [entitled] to have service counted pursuant to that Act.
Notwithstanding any other provision of this article, contributions and benefits shall be
paid and qualified service for military service shall be determined in compliance with
Section 414(u) of the code.

(b) The city is required to make its payments into the fund on behalf of each member
while the member is engaged in a uniformed service. If a member who has less than 10
years of service in the pension system dies directly or indirectly as a result of the
uniformed service, and without returning to active service, the spouse, dependent chil-
dren, dependent parent, or estate of the member is eligible [entitled] to receive a benefit
in the same manner as described by Section 16(c) of this article.

SECTION 2.24. Section 24(b), Article 6243g-4, Revised Statutes, is amended to read
as follows:

(b) Payments due on behalf of a dependent child shall be paid to the dependent child's
guardian, if any, or if none to the person with whom the dependent child is living, except
that the board may make payments directly to a dependent child in an appropriate case
and withhold payments otherwise due on behalf of any person if the board has reason to
believe the payments are not being applied on behalf of the person eligible [entibled] to
receive them. The board may request a court of competent jurisdiction to appoint a
person to receive and administer the payments due to any dependent child or person
under a disability.

SECTION 2.25. Section 25, Article 6243g-4, Revised Statutes, is amended by amend-
ing Subsections (b), (c), (d), (g), and (h) and adding Subsections (c-1) and (h-1) through
(h-13) to read as follows:

(b) A member or survivor of a member of the pension system may not accrue a retire-
ment pension, disability retirement allowance, death benefit allowance, DROP benefit,
or any other benefit under this article in excess of the benefit limits applicable to the
fund under Section 415 of the code. The board shall reduce the amount of any benefit
that exceeds those limits by the amount of the excess. If total benefits under this fund
and the benefits and contributions to which any member is eligible [entitled) under any
other qualified plans maintained by the city that employs the member would otherwise
exceed the applicable limits under Section 415 of the code, the benefits the member
would otherwise receive from the fund shall be reduced to the extent necessary to enable
the benefits to comply with Section 415.

(c) Subject to Subsection (c-1) of this section, any distributee [Any member r sur-viver]
who receives [any distributien that is] an eligible rollover distribution [M defmed-by
tion 402(e)(*) ef the eode] is eligible [entitled] to have that distribution transferred
directly to another eligible retirement plan of the distributee's [menmbu's or am nviver's
choice on providing direction to the pension system regarding that transfer in accor-
dance with procedures established by the board.

(c-1) For purposes of Subsection (c) of this section:

(1) "Direct rollover" means a payment by the plan to the eligible retirement plan speci-
fied by the distributee.

(2) 'Distributee" means a member or a member's surviving spouse or non-spouse
designated benefieciary or a member's spouse or former spouse who is the alternate payee
under a qualified domestic relations order with regard to the interest of the spouse or for-
mer spouse.

(3) "Eligible retirement plan" means:

(A) an individual retirement account as defined by Section 408(a) of the code;

(B) an individual retirement annuity as defined by Section 408(b) of the code;
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(C) an annuity plan as described by Section 403(a) of the code;

(D) an eligible deferred compensation plan as defined by Section 457(b) of the code that
is maintained by an eligible employer as described by Section 457(e)(1)(A) of the code;

(E) an annuity contract as described by Section 403(b) of the code;

(F) a qualified trust as described by Section 401(a) of the code that accepts the
distributee's eligible rollover distribution; and

(G) in the case of an eligible rollover distribution, for a designated beneficiary that is
not the surviving spouse, a spouse, or a former spouse who is an alternate payee under a
qualified domestic relations order, an eligible retirement plan means only an individual
retirement account or individual retirement annuity that is established for the purpose of
receiving the distribution on behalf of the beneficiary.

(4) "Eligible rollover distribution" means any distribution of all or any portion of the
balance to the credit of the distributee, except that an eligible rollover distribution does
not include:

(A) any distribution that is one of a series of substantially equal periodic payments, not
less frequently than annually, made for life or life expectancy of the distributee or the
joint lives or joint life expectancies of the distributee and the distributee's designated ben-
eficiary or for a specified period of 10 years or more;

(B) any distribution to the extent the distribution is required under Section 401(a)(9) of
the code; or

(C) any distribution that is made on hardship of the employee.

(d) The annual compensation for each member [tetel-salary] taken into account for
any purpose under this article [for aniy m cer of the pensia system] may not exceed
$200,000 for any year for an eligible participant, or for years beginning after 2001 for an
ineligible participant, or $150,000 a year before 2001 for an ineligible participant. These
dollar limits shall be adjusted from time to time in accordance with guidelines provided
by the United States secretary of the treasury and must comply with Section 401(a)(17)
of the code. For purposes of this subsection, an eligible participant is a person who first
became an active member before 1996, and an ineligible participant is a member who is
not an eligible participant.

(g) Distribution of benefits must begin not later th April 1 of the year following the
calendar year during which the member eligible fo [entitled-to] the benefits becomes
70-1/2 years of age or terminates employment with the employer, whichever is later, and
must otherwise conform to Section 401(a)(9) of the code.

(h) For purposes of adjusting any benefit due to the limitations prescribed .by Section
415 of the code, the following provisions shall apply:

(1) the 415(b) limitation with respect to any member who at any time has been a
member in any other defined benefit plan as defined in Section 414(j) of the code
maintained by the city shall apply as if the total benefits payable under all the defined
benefit plans in which the member has been a member were payable from one plan; and

(2) the 415(c) limitation with respect to any member who at any time has been a
member in any other defined contribution plan as defined in Section 414(i) of the code
maintained by the city shall apply as if the total annual additions under all such defined
contribution plans in which the member has been a member were payable from one plan.

(h-1) For purposes of adjusting any benefit due to the limitations prescribed by Section
415(b) of the code, the following provisions shall apply:

(1) before January 1, 1995, a member may not receive an annual benefit that exceeds
the limits specified in Section 415(b) of the code, subject to the applicable adjustments in
that section;

(2) on and after January 1, 1995, a member may not receive an annual benefit that
exceeds the dollar amount specified in Section 415(b)(1)(A) of the code, subject to the ap-
plicable adjustments in Section 415(b) of the code and subject to any additional limits
that may be specified in the pension system;
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(3) in no event may a member's annual benefit payable under the pension system,
including any DROP benefits, in any limitation year be greater than the limit applicable
at the annuity starting date, as increased in subsequent years pursuant to Section 415(d)
of the code, including regulations adopted under that section; and

(4) the "annual benefit" means a benefit payable annually in the form of a straight life
annuity, with no ancillary benefits, without regard to the benefit attributable to any after-
tax employee contributions, unless attributable under Section 415(n) of the code, and to
rollover contributions as defined in Section 415(b)(2)(A) of the code. For purposes of this
subdivision, the "benefit attributable" shall be determined in accordance with applicable
federal regulations.

(h-2) For purposes of adjustments to the basic limitation under Section 415(b) of the
code in the form of benefits, the following provisions apply:

(1) if the benefit under the pension system is other than the form specified in Subsec-
tions (h-1)(1)-(3) of this section, including DROP benefits, the benefit shall be adjusted so
that it is the equivalent of the annual benefit, using factors prescribed in applicable
federal regulations; and

(2) if the form of benefit without regard to the automatic benefit increase feature is not
a straight life annuity or a qualified joint and survivor annuity, Subdivision (1) of this
subsection is applied by either reducing the limit under Section 415(b) of the code ap-
plicable at the annuity starting date or adjusting the form of benefit to an actuarially
equivalent amount determined by using the assumptions specified in Teasury Regulation
Section 1.415(b)-1(c)(2)(ii) that takes into account the additional benefits under the form
of benefit as follows:

(A) for a benefit paid in a form to which Section 417(e)(3) of the code does not apply,
the actuarially equivalent straight life annuity benefit that is the greater of

(i) the annual amount of the straight life annuity, if any, payable to the member under
the pension system commencing at the same annuity starting date as the form of benefit
to the member or the annual amount of the straight life annuity commencing at the same
annuity starting date that has the same actuarial present value as the form of benefit
payable to the member, computed using a five percent interest assumption or the ap-
plicable statutory interest assumption; and

(ii) for years prior to January 1, 2009, the applicable mortality tables described in
Treasury Regulation Section 1.417(e)-1(d)(2), and for years after December 31, 2008, the
applicable mortality tables described in Section 417(e)(3)(B) of the code; or

(B) for a benefit paid in a form to which Section 417(e) (3) of the code applies, the
actuarially equivalent straight life annuity benefit that is the greatest of

(i) the annual amount of the straight life annuity commencing at the annuity starting
date that has the same actuarial present value as the particular form of benefit payable,
computed using the interest rate and mortality table, or tabular factor, specified in the
plan for actuarial experience;

(ii) the annual amount of the straight life annuity commencing at the annuity starting
date that has the same actuarial present value as the particular form of benefit payable,
computed using a 5.5 percent interest assumption or the applicable statutory interest as-
sumption, and for years prior to January 1, 2009, the applicable mortality tables for the
distribution under Treasury Regulation Section 1.417(e)-1(d)(2), and for years after
December 31, 2008, the applicable mortality tables described in Section 417(e)(3)(B) of the
code; or

(iii) the annual amount of the straight life annuity commencing at the annuity starting
date that has the same actuarial present value as the particular form of benefit payable
computed using the applicable interest rate for the distribution under Reasury Regula-
tion Section 1.417(e)-1(d)(3) using the rate in effect for the month prior to retirement
before January 1, 2017, and using the rate in effect for the first day of the plan year with
a one-year stabilization period on and after January 1, 2017, and for years prior to Janu-
ary 1, 2009, the applicable mortality tables for the distribution under Treasury Regula-
tion Section 1.417(e)-1(d) (2), and for years after December 31, 2008, the applicable
mortality tables described in Section 417(e)(3)(B) of the code, divided by 1.05.
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(h-3) The pension system actuary may adjust the limitation under Section 415(b) of the
code at the annuity starting date in accordance with Subsections (h-1) and (h-2) of this
section.

(h-4) The following are benefits for which no adjustment of the limitation in Section
415(b) of the code is required:

(1) any ancillary benefit that is not directly related to retirement income benefits;

(2) the portion of any joint and survivor annuity that constitutes a qualified joint and
survivor annuity; and

(3) any other benefit not required under Section 415(b)(2) of the code and regulations
adopted under that section to be taken into account for purposes of the limitation of Sec-
tion 415(b) (1) of the code.

(h-5) The following provisions apply to other adjustments of the limitation under Sec-
tion 415(b) of the code:

(1) in the event the member's pension benefits become payable before the member at-
tains 62 years of age, the limit prescribed by this section shall be reduced in accordance
with federal regulations adopted under Section 415(b) of the code, so that that limit, as
reduced, equals an annual straight life annuity benefit when the retirement income bene-
fit begins, that is equivalent to a $160,000, as adjusted, annual benefit beginning at 62
years of age;

(2) in the event the member's benefit is based on at least 15 years of service as a full-
time employee of any police or fire department or on 15 years of military service, in accor-
dance with Sections 415(b)(2)(G) and (H) of the code, the adjustments provided for in
Subdivision (1) of this section may not apply; and

(3) in accordance with Section 415(b)(2)(I) of the code, the reductions provided for in
Subdivision (1) of this section may not be applicable to preretirement disability benefits or
preretirement death benefits.

(h-6) The following provisions of this subsection govern adjustment of the defined ben-
efit dollar limitation for benefits commenced after 65 years of age:

(1) if the annuity starting date for the member's benefit is after 65 years of age and the
pension system does not have an immediately commencing straight life annuity payable
at both 65 years of age and the age of benefit commencement, the defined benefit dollar
limitation at the member's annuity starting date is the annual amount of a benefit pay-
dble in the form of a straight life annuity commencing at the member's annuity starting
date that is the actuarial equivalent of the defined benefit dollar limitation, with actuarial
equivalence computed using a five percent interest rate assumption and the applicable
mortality table for that annuity starting date as defined in Section 417(e)(3)(B) of the
code, expressing the member's age based on completed calendar months as of the annuity
starting date;

(2) if the annuity starting date for the member's benefit is after age 65, and the pension
system has an immediately commencing straight life annuity payable at both 65 years of
age and the age of benefit commencement, the defined benefit dollar limitation at the
member's annuity starting date is the lesser of the limitation determined under Subdivi-
sion (1) of this section and the defined benefit dollar limitation multiplied by the ratio of
the annual amount of the adjusted immediately commencing straight life annuity under
the pension system at the member's annuity starting date to the annual amount of the
adjusted immediately commencing straight life annuity under the pension system at 65
years of age, both determined without applying the limitations of this subsection; and

(3) notwithstanding the other requirements of this section:

(A) no adjustment shall be made to reflect the probability of a member's death between
the annuity starting date and 62 years of age, or between 65 years of age and the annuity
starting date, as, applicable, if benefits are not forfeited on the death of the member prior
to the annuity starting date; and

(B) to the extent benefits are forfeited on death before the annuity starting date, the
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adjustment shall be made, and for this purpose no forfeiture shall be treated as occurring
on the member's death if the pension system does not charge members for providing a
qualified preretirement survivor annuity, as defined in Section 417(c) of the code, on the
member's death.

(h-7) For the purpose of Subsection (h-6)(2) of this section, the adjusted immediately
commencing straight life annuity under the pension system at the member's annuity
starting date is the annual amount of such annuity payable to the member, computed
disregarding the member's accruals after 65 years of age but including actuarial adjust-
ments even if those actuarial adjustments are used to offset accruals, and the adjusted
immediately commencing straight life annuity under the pension system at 65 years of
age is the annual amount of the annuity that would be payable under the pension system
to a hypothetical member who is 65 years of age and has the same accrued benefit as the
member. ,

(h-8) The maximum pension benefits payable to any member who has completed less
than 10 years of participation shall be the amount determined under Subsection (h-1) of
this section, as adjusted under Subsection (h-2) or (h-5) of this section, multiplied by a
fraction, the numerator of which is the number of the member's years of participation and
the denominator of which is 10. The limit under Subsection (h-9) of this section concern-
ing the $10,000 limit shall be similarly reduced for any member who has accrued less
than 10 years of service, except the fraction shall be determined with respect to years of
service instead of years of participation. The reduction provided by this subsection cannot
reduce the maximum benefit below 10 percent of the limit determined without regard to
this subsection. The reduction provided for in this subsection may not be applicable to
preretirement disability benefits or preretirement death benefits.

(h-9) Notwithstanding Subsection (h-8) of this section, the pension benefit payable
with respect to a member shall be deemed not to exceed the limit provided by Section 415
of the code if the benefits payable, with respect to such member under this pension system
and under all other qualified defined benefit pension plans to which the city contributes,
do not exceed $10,000 for the applicable limitation year and for any prior limitation year
and the city has not at any time maintained a qualified defined contribution plan in
which the member participated.

(h-10) On and after January 1, 1995, for purposes of applying the limits under Section
415(b) of the code to a member's benefit paid in a form to which Section 417(e)(3) of the
code does not apply, the following provisions apply:

(1) a member's applicable limit shall be applied to the member's annual benefit in the
member's first limitation year without regard to any cost-of-living adjustments under Sec-
tion 12 of this article;

(2) to the extent that the member's annual benefit equals or exceeds the limit, the
member shall no longer be eligible for cost-of-living increases until such time as the bene-
fit plus the accumulated increases are less than the limit; and

(3) after the time prescribed by Subdivision (2) of this subsection, in any subsequent
limitation year, a member's annual benefit, including any cost-of-living increases under
Section 12 of this article, shall be tested under the applicable benefit limit, including any
adjustment under Section 415(d) of the code to the dollar limit under Section 415(b)(1)(A)
of the code, and the regulations under those sections.

(h-11) Any repayment of contributions, including interest on contributions, to the plan
with respect to an amount previously refunded on a forfeiture of service credit under the
plan or another governmental plan maintained by the pension system may not be taken
into account for purposes of Section 415 of the code, in accordance with applicable federal
regulations.

(h-12) Reduction of benefits or contributions to all plans, where required, shall be ac-
complished by:

(1) first, reducing the member's benefit under any defined benefit plans in which the
member participated, with the reduction to be made first with respect to the plan in
which the member most.recently accrued benefits and then in the priority determined by
the pension system and the plan administrator of such other plans; and
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(2) next, reducing or allocating excess forfeitures for defined contribution plans in
which the member participated, with the reduction to be made first with respect to the
plan in which the member most recently accrued benefits and then in the priority
determined by the pension system and the plan administrator for such other plans.

(h-13) Notwithstanding Subsection (h-12) of this section, reductions may be made in a
different manner and priority pursuant to the agreement of the pension system and the
plan administrator of all other plans covering such member. [I+ the ametint of any benefl
is t5o be determined on the basis of aetutaria "sumptions that are no.t ot rws speii

e-setIfoNt 2.6. Sect tions n 26(b(3) Aile 624g-4 evised autes is amened toe

these earnngs Emd mortality assmpit ben use on be date of the deteriftiat,3n
by the pcr.siet system's aetuary and approved by the board. The actuarial ast22 pio
beiftg used eaft nparia rtime shall be attaehed as ftn addefidum to a copy of this
article ftnd treated for all puroses as a part of this articio. The aetufa a.smtin
may be changed by the pensieft systef's aetary at afty t~m i apoved by theboard,
but at change iii actuarial assumptons may ftet restilt ifta"derease ift ettfits Re

SECTION 2.26. Section 26(b)(3), Article 6243g-4, Revised Statutes, is amended to
read as follows:

(3) "Maximum benefit" means the retirement benefit a retired member and the spouse,
dependent child, or dependent parent of a retired member or deceased member or retiree
are eligible [entitled] to receive from all qualified plans in any month after giving effect
to Section 25(b) of this article and any similar provisions of any other qualified plans
designed to conform to Section 415 of the code.

SECTION 2.27. Sections 26(c), (d), and (e), Article 6243g-4, Revised Statutes, are
amended to read as follows:

(c) An excess benefit participant who is receiving benefits from the pension system is
eligible for [efntitled-4e] a monthly benefit under this excess benefit plan in an amount
equal to the lesser of:

(1) the member's unrestricted benefit less the maximum benefit; or

(2) the amount by which the member's monthly benefit from the fund has been
reduced because of the limitations of Section 415 of the code.

(d) If a spouse, dependent child, or dependent parent is eligible for [efntitled-te] prere-
tirement or postretirement death benefits under a qualified plan after the death of an
excess benefit participant, the surviving spouse, dependent child, or dependent parent is
eligible for [entitled-te] a monthly benefit under the excess benefit plan equal to the ben-
efit determined in accordance with this article without regard to the limitations under
Section 25(b) of this article or Section 415 of the code, less the maximum benefit.

(e) Any benefit to which a person is eligible [entitled] under this section shall be paid
at the same time and in the same manner as the benefit would have been paid from the
pension system if payment of the benefit from the pension system had not been precluded
by Section 25(b) of this article. An excess benefit participant or any beneficiary may not,
under any circumstances, elect to defer the receipt of all or any part of a payment due
under this section.

SECTION 2.28. The heading to Section 27, Article 6243g-4, Revised Statutes, is
amended to read as follows:

Sec. 27. CERTAIN WRITTEN AGREEMENTS BETWEEN PENSION SYSTEM AND
CITY AUTHORIZED [AGREEMENT TO Jl.E BENEFITS].

SECTION 2.29. Section 27, Article 6243g-4, Revised Statutes, is amended by amend-
ing Subsection (b) and adding Subsection (c) to read as follows:

(b) A pension benefit or allowance provided by this article may be increased if the
increase:

(1) is first approved by a qualified actuary selected by the board;

(2) is approved by the board and the city in a written agreement as authorized by this
section; and
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(3) does not deprive a member, without the member's written consent, of a right to
receive benefits when [that have beeeme Lily vested and matured n] the member is
fully eligible.

(c) In a written agreement entered into between the city and the board under this sec-
tion, the parties may not:

(1) alter Sections 9 through 9E of this article, except and only to the extent necessary to
comply with federal law;

(2) increase the assumed rate of return to more than seven percent per year;

(3) extend the amortization period of a liability layer to more than 30 years from the
first day of the fiscal year beginning 12 months after the date of the risk sharing valua-
tion study in which the liability layer is first recognized; or

(4) allow a city contribution rate in any year that is less than or greater than the city
contribution rate required under Section 9D or 9E of this article, as applicable.

SECTION 2.30. Section 29, Article 6243g-4, Revised Statutes, is amended by adding
Subsections (c), (d), (e), (f), and (g) to read as follows:

(c) To carry out the provisions of Sections 9 through 9E of this article, the board and
the pension system shall provide the city actuary under a confidentiality agreement the
actuarial data used by the pension system actuary for the pension system's actuarial
valuations or valuation studies and other data as agreed to between the city and the pen-
sion system that the city actuary determines is reasonably necessary for the city actuary
to perform the studies required by Sections 9A through 9E of this article. Actuarial data
described by this subsection does not include information described by Subsection (a) of
this section.

(d) A risk sharing valuation study prepared by either the city actuary or the pension
system actuary under Sections 9A through 9E of this article may not:

(1) include information described by Subsection (a) of this section; or

(2) provide confidential or private information regarding specific individuals or be
grouped in a manner that allows confidential or private information regarding a specifc
individual to be discerned.

(e) The information, data, and document exchanges under Sections 9 through 9E of
this article have all the protections afforded by applicable law and are expressly exempt
from the disclosure requirements under Chapter 552, Government Code, except as may be
agreed to by the city and pension system in a written agreement under Section 27 of this
article.

(f) Subsection (e) of this section does not apply to:

(1) a proposed risk sharing valuation study prepared by the pension system actuary
and provided to the city actuary or prepared by the city actuary and provided to the pen-
sion system actuary under Section 9A(d) or 9B(b)(2) of this article; or

(2) a final risk sharing valuation study prepared under Section 9A or 9B of this article.

(g) Before a union contract is approved by the city, the mayor of the city must cause the
city actuaries to deliver to the mayor a report estimating the impact of the proposed union
contract on fund costs.

SECTION 2.31. Article 6243g-4, Revised Statutes, is amended by adding-Section 30
to read as follows:

Sec. 30. FORFEITURE OF BENEFITS. (a) Notwithstanding any other law, a
member who is convicted, after exhausting all appeals, of an offense punishable as a
felony of the first degree in relation to, arising out of or in connection with the member's
service as a classified police officer may not receive any benefits under this article.

(b) After the member described by Subsection (a) of this section is finally convicted, the
member's spouse may apply for benefits if the member, but for application of Subsection
(a) of this section, would have been eligible for a pension benefit or a delayed payment of
benefits. If the member would not have been eligible for a pension benefit or a delayed
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payment of benefits, the member's spouse may apply for a refund of the member's
contributions. A refund under this subsection does not include interest and does not
include contributions the city made on the member's behalf The city may not receive a
refund of any contributions the city made on the member's behalf

SECTION 2.32. Sections 2(19) and (23), 8(b), 12(f), 14(f) and (m), 15(h) and (j), and
18(b) and (c), Article 6243g-4, Revised Statutes, are repealed.

SECTION 2.33. A city and board that have entered into one or more agreements
under Section 27, Article 6243g-4, Revised Statutes, shall agree in writing that any pro-
visions in the agreements that specifically conflict with this Act are no longer in effect,
as of the year 2017 effective date, and any nonconflicting provisions of the agreements
remain in full force and effect.

SECTION 2.34. The pension system established under Article 6243g-4, Revised
Statutes, shall require the pension system actuary to prepare the first actuarial experi-
ence study required under Section 90, Article 6243g-4, Revised Statutes, as added by
this Act, not later than September 30, 2022.

ARTICLE 3. MUNICIPAL EMPLOYEES PENSION SYSTEM

SECTION 3.01. Section 1, Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Reg-
ular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by amend-
ing Subdivisions (1), (4), (5), (7), (11), (14), (18), and (26) and adding Subdivisions (1-a),
(1-b), (1--c), (1-d), (1-e), (1-f), (4-a), (4-b), (4-c), (4-d), (4--e), (4-f), (11-a), (11-b), (11--c),
(11-d), (11-e), (11-f), (11-g), (11-h), (11-i), (11-j), (11-k), (12-a), (12-b), (14-a), (14-b),
(17-a), (18-a), (18-b), (20-a), (21-a), (26-a), (26-b), (28), (29), (30), and (31) to read as
follows:

(1) "Actuarial data" includes:

(A) the census data, assumption tables, disclosure of methods, and financial informa-
tion that are routinely used by the pension system actuary for the pension system's studies
or an actuarial experience study under Section 8D of this Act; and

(B) other data that is reasonably necessary to implement Sections 8A through 8F of
this Act, as agreed to by the city and pension board.

(1-a) "Actuarial experience study" has the meaning assigned by Section 802.1014,
Government Code.

(1-b) "Adjustment factor" means the assumed rate of return less two percentage points.

(1-c) "Amortization period" means the time period necessary to fully pay a liability
layer

(1-d) "Amortization rate" means the sum of the scheduled amortization payments less
the city contribution amount for a given fiscal year for the liability layers divided by the
projected pensionable payroll for the same fiscal year

(1-e) "Assumed rate of return" means the assumed market rate of return on pension
system assets, which is seven percent per annum unless adjusted as provided by this Act.

(1-f) "Authorized absence" means:

(A) each day an employee is absent due to an approved holiday, vacation, accident, or
sickness, if the employee is continued on the employment rolls of the city or the pension
system, receives the employee's regular salary from the city or the pension system for
each day of absence, and remains eligible to work on recovery or return; or

(B) any period that a person is on military leave of absence under Section 18(a) of this
Act, provided the person complies with the requirements of that section.

(4) "City" means a municipality having a population of more than two [44] million.

(4-a) "City contribution amount" means, for each fiscal year, a predetermined payment
amount expressed in dollars in accordance with a payment schedule amortizing the leg-
acy liability, using the level percent of payroll method and the amortization period and
payoff year, that is included in the initial risk sharing valuation study under Section
8C(a)(3) of this Act, as may be restated from time to time in:
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(A) a subsequent risk sharing valuation study to reflect adjustments to the amortiza-
tion schedule authorized by Section 8E or 8F of this Act; or

(B) a restated initial risk sharing valuation study or a subsequent risk sharing valua-
tion study to reflect adjustments authorized by Section 8C(i) or (i) of this Act.

(4-b) "City contribution rate" means a percent of pensionable payroll that is the sum of
the employer normal cost rate and the amortization rate for liability layers, excluding the
legacy liability, except as determined otherwise under the express provisions of Sections
8E and 8F of this Act.

(4-c) "Corridor" means the range of city contribution rates that are:
(A) equal to or greater than the minimum contribution rate; and
(B) equal to or less than the maximum contribution rate.
(4-d) "Corridor margin" means five percentage points.
(4-e) "Corridor midpoint" means the projected city contribution rate specified for each

fiscal year for 31 years in the initial risk sharing valuation study under Section 8C of
this Act, and as may be adjusted under Section 8E or 8F of this Act, and in each case
rounded to the nearest hundredths decimal place.

(4-f) "Cost-of-living adjustment percentage" means a percentage that:

(A) except as provided by Paragraph (B), is equal to the pension system's five-year
investment return, based on a rolling five-year basis and net of investment expenses,
minus the adjustment factor, and multiplied by 50 percent; and

(B) may not be less than zero or more than two percent.
(5) "Credited service" means each day of service and prior service of a member for

which:

(A) the city [has] and[, f1r -viee in group A] the member have [hael made required
contributions to the pension fund that were not subsequently withdrawn;

(B) the member has purchased service credit or converted service credit from group B
to group A by paying into the pension fund required amounts that were not subsequently
withdrawn;

(C) the member has reinstated service under Section 7(g) of this Act; and
(D) the member has previously made payments to the pension fund that, under then

existing provisions of law, make the member eligible for credit for the service and that
were not subsequently withdrawn.

(7) "Dependent child" means an unmarried natural or legally adopted child of a
member, deferred participant, or retiree who:

(A) was supported by the member, deferred participant, or retiree before the termina-
tion of employment of the member, deferred participant, or retiree; and

(B) is under 21 years of age or is totally and permanently disabled from performing
any full-time employment because of an injury, illness, serious mental illness, intel-
lectual disability, or pervasive development disorder [er retardetien] that began before
the child became 18 years of age and before the termination of employment [dea hI of the
member, deferred participant, or retiree.

(11) "Employee" means any person, including an elected official during the official's
service to the city, who is eligible to be a member of the pension system or to participate
in an alternative retirement plan established under this Act and:

(A) who holds a municipal position or a position with the pension system;

(B) whose name appears on a regular full-time payroll of a city or of the pension fund;
and

(C) who is paid a regular salary for services.
(11-a) "Employer normal cost rate" means the normal cost rate minus the applicable

member contribution rate for newly hired employees, initially set as three percent for
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group D members on the year 2017 effective date. The present value of additional member
contributions different from the group D rate taken into account for purposes of determin-
ing the employer normal cost rate must be applied toward the actuarial accrued liability.

(11-b) "Estimated city contribution amount" means the city contribution amount
estimated in a final risk sharing valuation study under Section 8B or 8C of this Act, as
applicable, as required by Section 8B(a)(5) of this Act.

(11-c) "Estimated city contribution rate" means the city contribution rate estimated in
a final risk sharing valuation study under Section 8B or 8C of this Act, as applicable, as
required by Section 8B(a)(5) of this Act.

(11-d) "Estimated total city contribution" means the total city contribution estimated
by the pension system actuary or the city actuary, as applicable, by using the estimated
city contribution rates and the estimated city contribution amounts recommended by each
actuary for purposes of preparing the initial risk sharing valuation study under Section
8C of this Act.

(11-e) "Fiscal year," except as provided by Section lB of this Act, means a fiscal year
beginning on July 1 and ending on June 30.

(11-f) "Funded ratio" means the ratio of the pension system's actuarial value of assets
divided by the pension system's actuarial accrued liability.

(11-g) "Legacy liability" means the unfunded actuarial accrued liability:

(A) for the fiscal year ending June 30, 2016, reduced to reflect:

(i) changes to benefits and contributions under this Act that took effect on the year
2017 effective date;

(ii) the deposit of pension obligation bond proceeds on December 31, 2017, in accor-
dance with Section 8C(j)(2) of this Act; and

(iii) payments by the city and earnings at the assumed rate of return allocated to the
legacy liability from July 1, 2016, to July 1, 2017, excluding July 1, 2017; and

(B) for each subsequent fiscal year:

(i) reduced by the city contribution amount for that year allocated to the amortization
of the legacy liability; and

(ii) adjusted by the assumed rate of return.

(11-h) "Level percent of payroll method" means the amortization method that defines
the amount of the liability layer recognized each fiscal year as a level percent of pension-
able payroll until the amount of the liability layer remaining is reduced to zero.

(11-i) "Liability gain layer" means a liability layer that decreases the unfunded
actuarial accrued liability.

(11-j) "Liability layer" means the legacy liability established in the initial risk sharing
valuation study under Section 8C of this Act and the unanticipated change as established
in each subsequent risk sharing valuation study prepared under Section 8B of this Act.

(11-k) "Liability loss layer" means a liability layer that increases the unfunded
actuarial accrued liability. For purposes of this Act, the legacy liability is a liability loss
layer

(12-a) "Maximum contribution rate" means the rate equal to the corridor midpoint
plus the corridor margin.

(12-b) "Minimum contribution rate" means the rate equal to the corridor midpoint
minus the corridor margin.

(14) "Military service" means active service in the armed forces of the United States
or wartime service in the armed forces of the United States or in the allied forces, if
credit for military service has not been granted under any federal or other state system
or used in any other retirement system, except as expressly required under federal law.

(14-a) "Normal cost rate" means the salary weighted average of the individual normal
cost rates determined for the current active population, plus the assumed administrative
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expenses determined in the most recent actuarial experience study conducted under Sec-
tion 8D of this Act, expressed as a rate, provided the assumed administrative expenses
may not exceed 1.25 percent of pensionable payroll for the current fiscal year unless
agreed to by the city.

(14-b) "Payoff year" means the year a liability layer is fully amortized under the amor-
tization period. A payoff year may not be extended or accelerated for a period that is less
than one month.

(17-a) "Pension obligation bond" means a bond issued in accordance with Chapter
107, Local Government Code.

(18) "Pension system," unless the context otherwise requires, means the retirement,
disability, and survivor benefit plans for municipal employees of a city under this Act
and employees under Section 3(d) of this Act.

(18-a) "Pension system actuary" means the actuary engaged by the pension system
under Section 2B of this Act.

(18-b) "Pensionable payroll" means the combined salaries, in an applicable fiscal year,
paid to all:

(A) members; and

(B) if applicable, participants in any alternative retirement plan established under
Section 1C of this Act, including a cash balance retirement plan established under that
section.

(20-a) "Price inflation assumption" means:

(A) the most recent headline consumer price index 10-year forecast published in the
Federal Reserve Bank of Philadelphia Survey of Professional Forecasters; or

(B) if the forecast described by Paragraph (A) of this subdivision is not available, an-
other standard as determined by mutual agreement between the city and the pension
board entered into under Section 3(n) of this Act.

(21-a) "Projected pensionable payroll" means the estimated pensionable payroll for the
fiscal year beginning 12 months after the date of the risk sharing valuation study pre-
pared under Section 8B of this Act, at the time of calculation by:

(A) projecting the prior fiscal year's pensionable payroll forward two years using the
current payroll growth rate assumptions; and

(B) adjusting, if necessary, for changes in population or other known factors, provided
those factors would have a material impact on the calculation, as determined by the pen-
sion board.

(26) "Surviving spouse" means a spouse by marriage of [p rozu nwhu was ma.r id t] a
member, deferred participant, or retiree at the time of death of the member, deferred
participant, or retiree and as of the date of [before] separation from service by the
member, deferred participant, or retiree.

(26-a) "Third quarter line rate" means the corridor midpoint plus 2.5 percentage
points.

(26-b) "Total city contribution" means, for a fiscal year, an amount equal to the sum of

(A) the city contribution rate multiplied by the pensionable payroll for the fiscal year;
and

(B) the city contribution amount for the fiscal year

(28) "Ultimate entry age normal" means an actuarial cost method under which a
calculation is made to determine the average uniform and constant percentage rate of
contributions that, if applied to the compensation of each member during the entire pe-
riod of the member's anticipated covered service, would be required to meet the cost of all
benefits payable on the member's behalf based on the benefits provisions for newly hired
employees. For purposes of this definition, the actuarial accrued liability for each member
is the difference between the member's present value of future benefits based on the tier of
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benefits that apply to the member and the member's present value of future normal costs
determined using the normal cost rate.

(29) "Unfunded actuarial accrued liability" means the difference between the actuarial
accrued liability and the actuarial value of assets. For purposes of this definition:

(A) "actuarial accrued liability" means the portion of the actuarial present value of
projected benefits attributed to past periods of member service based on the cost method
used in the risk sharing valuation study prepared under Section 8B or 8C of this Act, as
applicable; and

(B) "actuarial value of assets" means the value of pension plan investments as
calculated using the asset smoothing method used in the risk sharing valuation study
prepared under Setion 8B or 8C of this Act, as applicable.

(30) "Unanticipated change" means, with respectto the unfunded actuarial accrued li-
ability in each subsequent risk sharing valuation study prepared under Section 8B of this
Act, the difference between:

(A) the remaining balance of all then-existing liability layers as of the date of the risk
sharing valuation study; and

(B) the actual unfunded actuarial accrued liability as of the date of the risk sharing
valuation study.

(31) 'Year 2017 effective date" means the date on which SB. No. 2190, Acts of the 85th
Legislature, Regular Session, 2017, took effect.

SECTION 3.02. Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Regular Ses-
sion, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by adding Sections
1A, 1B, 10, 1D, and 1E to read as follows:

Sec. lA. INTERPRETATION OF ACT This Act does not and may not be interpreted
to:

(1) relieve the city, the pension board, or the pension system of their respective obliga-
tions under Sections 8A through 8F of this Act;

(2) reduce or modify the rights of the city, the pension system, or the pension board,
including any officer or employee of the city, pension system, or pension board, to enforce
obligations described by Subdivision (1) of this subsection;

(3) relieve the city, including any official or employee of the city, from:

(A) paying or directing to pay required contributions to the pension system or fund
under Section 8 or 8A of this Act or carrying out the provisions of Sections 8A through 8F
of this Act; or

(B) reducing or modifying the rights of the pension board and any officer or employee
of the pension board or pension system to enforce obligations described by Subdivision (1)
of this section;

(4) relieve the pension board or pension system, including any officer or employee of the
pension board or pension system, from any obligation to implement a benefit change or
carry out the provisions of Sections 8A through 8F of this Act; or

(5) reduce or modify the rights of the city and any officer or employee of the city to
enforce an obligation described by Subdivision (4) of this section.

Sec. lB. FISCAL YEAR. If either the pension system or the city changes its respective
fiscal year, the pension system and the city shall enter into a written agreement under
Section 3(n) of this Act to adjust the provisions of Sections 8A through 8F of this Act to
reflect that change for purposes of this Act.

Sec. 1C. ALTERNATIVE RETIREMENT PLANS. (a) In this section, "salary-based
benefit plan" means a retirement plan provided by the pension system under this Act that
provides member benefits that are calculated in accordance with a formula that is based
on multiple factors, one of which is the member's salary at the time of the member's
retirement.

(b) Notwithstanding any other law, including Section 8H of this Act, and except as
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provided by Subsection (c) of this section, the pension board and the city may enter into a
written agreement under Section 3(n) of this Act to offer an alternative retirement plan or
plans, including a cash balance retirement plan or plans, if both parties consider it
appropriate.

(c) Notwithstanding any other law, including Section 8H of this Act, and except as
provided by Subsection (d) of this section, if, beginning with the final risk sharing valua-
tion study prepared under Section 8B of this Act on or after July 1, 2027, either the
funded ratio of the pension system is less than 60 percent as determined in the final risk
sharing valuation study without making any adjustments under Section 8E or 8F of this
Act, or the funded ratio of the pension system is less than 60 percent as determined in a
revised and restated risk sharing valuation study prepared under Section 8B(a)(8) of this
Act, the pension board and the city shall, as soon as practicable but not later, than the
60th day after the date the determination is made:

(1) enter into a written agreement under Section 3(n) of this Act to establish a cash bal-
ance retirement plan that complies with Section 1D of this Act; and

(2) require each employee first hired by the city on or after the 90th day after the date
the cash balance retirement plan is established to participate in the cash balance retire-
ment plan established under this subsection instead of participating in the salary-based
benefit plan, provided the employee would have otherwise been eligible to participate in
the salary-based benefit plan.

(d) If the city fails to deliver the proceeds of the pension obligation bonds described by
Section 8C()(1) of this Act within the time prescribed by that subdivision, notwithstand-
ing the funded ratio of the pension system, the pension board and the city may not estab-
lish a cash balance retirement plan under Subsection (c) of this section.

Sec. 1D. REQUIREMENTS FOR CERTAIN CASH BALANCE RETIREMENT
PLANS. (a) In this section:

(1) "Cash balance plan participant" means an employee who participates in a cash bal-
ance retirement plan.

(2) "Cash balance retirement plan" means a cash balance retirement plan established
by written agreement under Section 1C(b) or Section 1C(c) of this Act.

(3) "Interest" means the interest credited to a cash balance plan participant's notional
account, which may not:

(A) exceed a percentage rate equal to the cash balance retirement plan's most recent five
fiscal years' smoothed rate of return; or

(B) be less than zero percent.

(4) "Salary-based benefit plan" has the meaning assigned by Section 1C of this Act.

(b) The written agreement establishing a cash balance retirement plan must:

(1) provide for the administration of the cash balance retirement plan;

(2) provide for a closed amortization period not to exceed 20 years from the date an
actuarial gain or loss is realized;

(3) provide for the crediting of city and cash balance plan participant contributions to
each cash balance plan participant's notional account;

(4) provide for the crediting of interest to each cash balance plan participant's notional
account;

(5) include a vesting schedule;

(6) include benefit options, including options for cash balance plan participants who
separate from service prior to retirement;

(7) provide for death and disability benefits;

(8) allow a cash balance plan participant who is eligible to retire under the plan to
elect to:

(A) receive a monthly annuity payable for the life of the cash balance plan participant
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in an amount actuarially determined on the date of the cash balance plan participant's
retirement based on the cash balance plan participant's accumulated notional account
balance annuitized in accordance with the actuarial assumptions and actuarial methods
established in the most recent actuarial experience study conducted under Section 8D of
this Act, except that the assumed rate of return applied may not exceed the pension
system's assumed rate of return in the most recent risk sharing valuation study; or

(B) receive a single, partial lump-sum payment from the cash balance plan partici-
pant's accumulated account balance and a monthly annuity payable for life in an amount
determined in accordance with Paragraph (A) of this subdivision based on the cash bal-
ance plan participant's account balance after receiving the partial lump-sum payment;
and

(9) include any other provision determined necessary by:

(A) the pension board and the city; or

(B) the pension system for purposes of maintaining the tax-qualified status of the pen-
sion system under Section 401, Internal Revenue Code of 1986, as amended.

(c) Notwithstanding any other law, including Section 5 of this Act, an employee who
participates in a cash balance retirement plan:

(1) subject to Subsection (d) of this section, is not eligible to be a member of and may
not participate in the salary-based benefit plan; and

(2) may not earn credited service in the salary-based benefit plan during the period the
employee is participating in the cash balance retirement plan.

(d) A cash balance plan participant is considered a member for purposes of Section 8A
through 81 of this Act.

(e) At the time of implementation of the cash balance retirement plan, the employer
normal cost rate of the cash balance retirement plan may not exceed the employer normal
cost rate of the salary-based benefit plan.

Sec. 1E. CONFLICT OF LAW. To the extent of a conflict between this Act and any
other law, this Act prevails.

SECTION 3.03. Section 2, Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Reg-
ular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by amend-
ing Subsections (c), (d), (g), (j), (1), and (n) and adding Subsections (c-1), (c-2), (c-3), (c-
4), (j-1), (j-2), (ee), (f), (gg), (hh), (ii), and (J) to read as follows:

(c) The pension board consists of 11 [nine] trustees as follows:

(1) one person appointed by the mayor of the city[, or the direetr of the i;1 s.rvie
ezrnisin as the mayer's rersetative];

(2) one person appointed by the controller of the city [ r tio our a person p :rf:rrni
the duties -oftreasurer;

(3) four municipal employees of the city who are members of the pension system;

(4) two retirees, each of whom:

(A) has at least five years of credited service in the pension system;

(B) receives a retirement pension from the pension system; and

(C) is not an officer or employee of the city; [and]

(5) one person appointed by the elected trustees who[*

[(A)] has been a resident of this state for the three years preceding the date of initial
appointment; and

(6) two persons appointed by the governing body of the city [(B) is not a city oficr o.
employee].

(c-1) To serve as a trustee under Subsection (c)C1), (2), or (6) of this section, a person
may not be a participant in or beneficiary of the pension system.

(c-2) A trustee appointed under Subsection (c)(1), (2), (5), or (6) of this section must
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have expertise in at least one of the following areas: accounting, finance, pensions, invest-
ments, or actuarial science. Of the trustees appointed under Subsections (c)(1), (2), and
(6) of this section, not more than two trustees may have expertise in the same area.

(c-3) A trustee appointed under Subsection (c)(1) of this section shall serve a three-year
term expiring in July of the applicable year The appointed trustee may be removed at any
time by the mayor. The mayor shall fill a vacancy caused by the trustee's death, resigna-
tion, or removal and the person appointed to fill the vacancy shall serve the remainder of
the unexpired term of the replaced trustee and may not serve beyond the expiration of the
unexpired term unless appointed by the mayor.

(c-4) A trustee appointed under Subsection (c)(2) of this section shall serve a three-year
term expiring in July of the applicable year. The appointed trustee may be removed at any
time by the controller The controller shall fill a vacancy caused by the trustee's death, res-
ignation, or removal and the person appointed to fill the vacancy shall serve the remainder
of the unexpired term of the replaced trustee and may not serve beyond the expiration of
the unexpired term unless appointed by the controller

(d) To serve as a trustee under Subsection (c)(3)'of this section, a person must be a
member with at least five years of credited service and be elected by the active members
of the pension system voting at an election called by the pension board. No more than
two of the employee trustees may be employees of the same department.

(g) To serve as a trustee under Subsection (c)(4) of this section, a person must be
elected by a mqjority of the retirees voting [retired moet sof the pensiun uystemn] at an
election called by the pension board.

(j) Ib serve as a trustee under Subsection (c)(5) of this section, the person must be ap-
pointed by a vote of a majority of the elected trustees of the pension board. The trustee
appointed under Subsection (c)(5) of this section shall serve [serves] a three-year [two-
year] term. The appointment or reappointment of the appointed trustee shall take place
in July [JanuIry] of the [eaeh even numbred] year in which the term ends. The ap-
pointed trustee may be removed at any time by a vote of a majority of the elected trust-
ees of the pension board. A vacancy caused by the appointed trustee's death, resignation,
or removal shall be filled by the elected trustees of the pension board. The appointee
serves for the remainder of the unexpired term of the replaced trustee. An appointed
trustee may not serve beyond the expiration of the three-year [two-yearl term unless a
majority of [other than b appointment for a ne. tm b] the elected trustees of the
pension board reappoint the trustee for a new term.

(j-1) To serve as a trustee under Subsection (c)(6) of this section, a person must be ap-
pointed by a vote of a majority of the members of the governing body of the city. Each
trustee appointed under Subsection (c)(6) of this section shall serve three-year terms
expiring in July of the applicable year A trustee appointed under Subsection (c)(6) of this
section may be removed at any time by a vote of a majority of the members of the govern-
ing body of the city. A vacancy caused by the appointed trustee's death, resignation, or re-
moval shall be filled by a vote of a majority of the members of the governing body of the
city. A person appointed to fill the vacancy shall serve the remainder of the unexpired
term of the replaced trustee, and may not serve beyond the expiration of the unexpired
term unless appointed by the governing body of the city.

(j-2) If a majority of the pension board determines that a trustee appointed under
Subsection (c)(1), (2), or (6) of this section has acted or is acting in a manner that conflicts
with the interests of the pension system or is in violation of this Act or any agreement be-
tween the pension board and the city entered into under Section 3(n) of this Act, the pen-
sion board may recommend to the mayor, controller, or governing body, as appropriate,
that the appointed trustee be removed from the pension board. If the appointed trustee
was appointed by the governing body of the city, an action item concerning the pension
board's recommendation shall be placed on the governing body's agenda for consideration
and action. The governing body shall make a determination on the recommendation and
communicate the determination to the pension system not later than the 45th day after
the date of the recommendation.

(1) To serve on the pension board, each [Each] trustee shall, on or before [ftt] the first
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pension board meeting following the trustee's most iecent election or appointment, take
an oath of office that the trustee:

(1) will diligently and honestly administer the pension system; and

(2) will not knowingly violate this Act or willingly allow a violation of this Act to
occur.

(n) The person serving as a trustee under Subsection (c)(2) of this section serves as
the treasurer of the pension fund [tde. penalty of that persen's effie4 bend and Oath
ef-effee]. The treasurer shall file an [That-perse's] official bond payable to the leity-shell
eaver the jpcrsf's posaition as treasurer of the pension system. The treasurer is [fund-
and that person's suretiesare] liable on [for] the treasurer's official bond for the faithful
performance of the treasurer's duties under this Act in connection with letione-pertain-
ing-te the pension fund [to the ame extent as the sreties re lIht
the bond for other- aetl,..0 ftnd ced fte raue]

(ee) A trustee appointed under Subsection (c)(1), (2), (5), or (6) of this section who fails
to attend at least 50 percent of all regular pension board meetings, as determined annu-
ally each July 1, may be removed from the pension board by the appointing entity. A
trustee removed under this subsection may not be appointed as a trustee for one year fol-
lowing removal.

(f) All trustees appointed under Subsection (c) of this section shall complete minimum
educational training requirements established by the State Pension Review Board. The
appointing entity may remove an appointed trustee who does not complete minimum
educational training requirements during the period prescribed by the State Pension
Review Board.

(gg) The pension board shall adopt an ethics policy governing, among other matters,
conflicts of interest that each trustee must comply with during the trustee's term on the
pension board.

(hh) During a trustee's term on the pension board and for one year after leaving the
pension board, a trustee may not represent any other person or organization in, any
formal or informal appearance before the pension board or pension system staff concern-
ing a matter for which the person has or had responsibility as a trustee.

(ii) The pension board may establish standing or temporary committees as necessary to
assist the board in carrying out its business, including committees responsible -for risk
management or governance, investments, administration and compensation, financial
and actuarial matters, audits, disability determinations, and agreements under Section
3(n) of this Act. The pension board shall establish a committee responsible for agreements
under Section 3(n) of this Act that must be composed of the elected trustees and the
trustee appointed by the elected trustees. Except for a committee responsible for agree-
ments under Section 3(n) of this Act and any committee responsible for personnel issues:

(1) each committee must include at least one elected trustee and one trustee appointed
by the mayor, controller, or governing body of the city;

(2) committee meetings are open to all trustees; and

(3) a. committee may not make final decisions and may only make recommendations to
the pension board.

(j) Subsections (x)(1) through (4), (y), and (cc) of this section do not grant the pension
board authority to modify or terminate Sections 8A through 8F of this Act.

SECTION 3.04. Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Regular Ses-
sion, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by adding Sections
2A, 2B, 2C, and 2D to read as follows:

Sec. 2A CONFLICTS OF INTEREST (a) The existence or appearance of a conflict of
interest on the part of any trustee is detrimental to the proper functioning of the pension
system if not properly addressed. An appointed trustee may not deliberate or vote on an
action relating to the investment of pension system assets if

(1) the trustee or an entity with which the trustee is affiliated:
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(A) is a competitor or an affiliate of the person or firm that is the subject of or otherwise
under consideration in the action; or

(B) likely would be subject to a due diligence review by the person or firm that is under
consideration in the investment-related action; or

(2) the pension board otherwise determines that the proposed action would create a
direct or indirect benefit for the appointed trustee or a firm with which the appointed
trustee is affiliated.

(b) The city attorney shall:

(1) provide annual training to trustees appointed by the city regarding conflicts of
interest; and

(2) to the extent authorized by city ordinances, at the request of the external affairs
committee of the pension board, review and take appropriate action on a complaint alleg-
ing a conflict of interest on the part of a city-appointed trustee.

Sec. 2B. PENSION SYSTEM ACTUARY ACTUARIAL VALUATIONS. (a) The pen-
sion board shall retain an actuary or actuarial firm for purposes of this Act.

(b) At least annually, the pension system actuary shall make a valuation of the assets
and liabilities of the pension fund. The valuation must include the risk sharing valuation
study conducted under Sectioh 8B or 8C of this Act, as applicable.

(c) The pension system shall provide a report of the valuation to the city.

Sec. 2C. QUALIFICATIONS OF CITY ACTUARY (a) An actuary hired by the city for
purposes of this Act must be an actuary from a professional service firm who:

(1) is not already engaged by the pension system or any other pension system or fund
authorized under Article 6243e.2(1) or 6243g-4, Revised Statutes, to provide actuarial
services to the pension system or fund, as applicable;

(2) has a minimum of 10 years of professional actuarial experience; and

(3) is a fellow of the Society of Actuaries or a member of the American Academy of
Actuaries and who, in carrying out duties for the city, has met the applicable require-
ments to issue statements of actuarial opinion.

(b) Notwithstanding Subsection (a) of this section, the city actuary must at least meet
the qualifications required by the board for the pension system actuary. The city actuary
is not required to have greater qualifications than those of the pension system actuary.

Sec. 2D. REPORT ON INVESTMENTS BY INDEPENDENT INVESTMENT
CONSULTANT (a) At least once every three years, the board shall hire an independent
investment consultant, including an independent investment consulting firm, to conduct
a review of pension system investments and submit a report to the board and the city
concerning the review or demonstrate in the pension system's annual financial report that
the review was conducted. The independent investment consultant shall review and
report on at least the following:

(1) the pension system's compliance with its investment policy statement, ethics poli-
cies, including policies concerning the acceptance of gifts, and policies concerning insider
trading;

(2) the pension system's asset allocation, including a review and discussion of the vari-
ous risks, objectives, and expected future cash flows;

(3) the pension system's portfolio structure, including the pension system's need for
liquidity, cash income, real return, and inflation protection and the active, passive, or
index approaches for different portions of the portfolio;

(4) investment manager performance reviews and an evaluation of the processes used
to retaih and evaluate managers;

(5) benchmarks used for each asset class and individual manager;

(6) an evaluation of fees and trading costs;

(7) an evaluation of any leverage, foreign exchange, or other hedging transaction; and
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(8) an evaluation of investment-related disclosures in the pension system's annual
reports.

(b) When the board retains an independent investment consultant under this section,
the pension system may require the consultant to agree in writing to maintain the
confidentiality of-

(1) information provided to the consultant that is reasonably necessary to conduct a
review under this section; and

(2) any nonpublic information provided for the pension system for the review.

(c) The costs for the investment report required by this section shall be paid from the
pension fund.

SECTION 3.05. Section 3, Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Reg-
ular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by amend-
ing Subsections (f) and (n) and adding Subsections (o), (p), (q), (r), and (s) to read as
follows:

(f) The pension board shall compensate from the pension fund the persons performing
services under Subsections (d) and (e) of this section and may provide other employee
benefits that the pension board considers proper. Any person employed by the pension
board under Subsection (d) or (e) of this section who has service credits with the pension
system at the time of the person's employment by the pension board retains the person's
status in the pension system. Any person employed by the pension system on or after
January 1, 2008, who does not have service credits with the pension system at the time
of employment is a group D [A] member in accordance with Section 5 of this Act. The
pension board shall adopt a detailed annual budget detailing its proposed administrative
expenditures under this subsection for the next fiscal year.

(n) Notwithstanding any other law and except as specifically limited by Subsection (o)
of this section, the pension board may enter into a written agreement with the city
regarding pension issues and benefits. The agreement must be approved by the pension
board and the governing body of the city and signed by the mayor and by the pension
board or the pension board's designee. The agreement is enforceable against and binding
on the pension board, the city, and the pension system, including the pension system's
members, retirees, deferred participants, beneficiaries, eligible survivors, and alternate
payees. Any reference in this Act to an agreement between the city and the pension board
or pension system is a reference to an agreement entered under this subsection.

(o) In any written agreement entered into between the city and the pension board under
Subsection (n) of this section, the parties may not:

(1) alter Sections 8A through 8F of this Act, except and only to the extent necessary to
comply with federal law;

(2) increase the assumed rate of return to more than seven percent per year;

(3) extend the amortization period of a liability layer to more than 30 years from the
first day of the fiscal year beginning 12 months after the date of the risk sharing valua-
tion study in which the liability layer is first recognized; or

(4) allow a total city contribution in any fiscal year that is less than the total city con-
tribution required under Section 8E or 8F as applicable, of this Act.

(p) Annually on or before the end of the fiscal year, the pension board shall make a
report to the mayor and the governing body of the city, each of which shall provide a rea-
sonable opportunity for the pension board to prepare and present the report.

(q) The pension board shall provide quarterly investment reports to the mayor.

(r) At the mayor's request, the pension board shall meet, discuss, and analyze with the
mayor or the mayor's representatives any city proposed policy changes and ordinances
that may have a financial effect on the pension system.

(s) The pension board shall work to reduce administrative expenses, including by
working with any other pension fund to which the city contributes.

SECTION 3.06. Section 5, Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Reg-
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ular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by amend-
ing Subsections (b), (e), (f), and (g) and adding Subsections (j) and (k) to read as follows:

(b) Except as provided by Subsection (c), (), or (k) of this section and Sections 4 and 6
of this Act, an employee is a group A member of the pension system as a condition of
employment if the employee:

(1) is hired or rehired as an employee by the city, the predecessor system, or the pen-
sion system on or after September 1, 1999, and before January 1, 2008;

(2) was a member of the predecessor system before September 1, 1981, under the
terms of Chapter 358, Acts of the 48th Legislature, Regular Session, 1943 (Article 6243g,
Vernon's Texas Civil Statutes), and did not make an election before December 1, 1981,
under Section 22(a) of that Act to receive a refund of contributions and become a group B
member;

(3) was a group A member who terminated employment included in the predecessor
system before May 3, 1991, elected under Section 16, Chapter 358, Acts of the 48th
Legislature, Regular Session, 1943 (Article 6243g, Vernon's Texas Civil Statutes), to
leave the member's contributions in that pension fund, met the minimum service require-
ments for retirement at an attained age, was reemployed in a position included in the
predecessor system before September 1, 1999, and elected, not later than the 30th day
after the date reemployment began, to continue as a group A member;

(4) became a member of, or resumed membership in, the predecessor system as an
employee or elected official of the city after January 1, 1996, and before September 1,
1999, and elected by submission of a signed and notarized form in a manner determined
by the pension board to become a group A member and to contribute a portion of the
person's salary to the pension fund as required by Chapter 358, Acts of the 48th
Legislature, Regular Session, 1943 (Article 6243g, Vernon's Texas Civil Statutes); or

(5) met the requirements of Section 3B, Chapter 358, Acts of the 48th Legislature,
Regular Session, 1943 (Article 6243g, Vernon's Texas Civil Statutes), or Subsection (f) of
this section for membership in group A.

(e) Any member or former member of the pension system elected to an office of the
city on or after September 1, 1999, and before January 1, 2008, is [beeemee] a group A
member and is eligible to receive credit for all previous service on the same conditions as
reemployed group A members under Sections 7(c), (d), (e), and (f) of this Act, except as
otherwise provided by this Act. For purposes of this subsection [Notwithstanding any
other provision in this Aet or i hapter 858, Aets of the 49th Leilaue Reg-diar
. , 1948 (Artiele 6248g, Verno's Texas Civil Stftutes)], consecutive terms of office of

any elected member who is elected to an office of the city are considered to be continuous
employment for purposes of this Act.

(f) Each group B member of the pension system may make an irrevocable election on
a date and in a manner determined by the pension board to change membership from
group B to group A:

(1) for future service only; or

(2) for future service and to convert all past group B service to group A service and
comply with the requirements of Subsection (h) of this section provided the service is
converted before December 31, 2005.

(g) Each group A member with service in group B may make an irrevocable election
not later than December 31, 2005, [oft-a-date] and in a manner determined by the, pen-
sion board to convert all group B service to group A service and to comply with the
requirements of Subsection (h) of this section.

(j) Except as provided by Subsection (k) of this section or Section 4 of this Act, an em-
ployee is a group D member of the pension system as a condition of employment if the em-
ployee is hired as an employee by the city or the pension system on or after January 1,
2008.

(k) Notwithstanding any provision of this section, for purposes of Subsection (i) of this
section:
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(1) consecutive terms of office of an elected member who is elected to an office of the city
are considered to be continuous employment; and

(2) a former employee who is rehired as an employee by the city or the pension system
on or after January 1, 2008, is, as a condition of employment, a member of the group in
which that employee participated at the time of the employee's immediately preceding
separation from service.

.SECTION 3.07. Section 6, Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Reg-
ular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by adding
Subsections (k) and (1) to read as follows:

(k) Notwithstanding any other law, including Subsection (b)(3) of this section, Subsec-
tions (a) through (j) of this section do not apply to any employee on or after January 1,
2005. An employee who meets the definition of "executive official" under Subsection (b)(3)
of this section is a group A member beginning January 1, 2005, for credited service
earned on or after January 1, 2005, or a member of the applicable group under Section 5
of this Act. This subsection does not affect:

(1) any credited service or benefit percentage accrued in group C before January 1,
2005;

(2) any group C benefit that a deferred participant or retiree is eligible to receive that
was earned before January 1, 2005; or

(3) the terms of any obligation to purchase service credit or convert service credit to
group C that was entered into before January 1, 2005.

(1) A group C member who terminates employment before January 1, 2005, is subject to
the retirement eligibility requirements in effect on the date of the member's termination
from employment. A group C member who becomes a group A member under Subsection
(k) of this section on January 1, 2005, is subject to the retirement eligibility requirements
under Section 10 of this Act.

SECTION 3.08. Section 7, Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Reg-
ular Session, 2001 (Article 6243h, Vernon's Tbxas Civil Statutes), is amended by amend-
ing Subsections (a), (c), (e), (f, (g), and (h) and adding Subsections (g-1), (g-2), (i), (j),
(k), and (1) to read as follows:

(a) Notwithstanding any other provision of this Act, duplication of service or credited
service in group A, B, [or] C, or D of the pension system or in the pension system and
any other defined benefit pension plan to which the city contributes is prohibited.

(c) Except as provided by Section 12 of this Act, a (gieup-A] member may pay into the
pension fund and obtain credit for any service with the city or the pension system for
which credit is otherwise allowable [in--greup-Al under this Act, except that:

(1) no required contributions were made by the member for the service; or

(2) refunded contributions attributable to the service have not been subsequently
repaid.

(e) To establish service described by Subsection Cc) of this section that occurred on or
after September 1, 1999, the member shall pay a sum computed by multiplying the
member's salary during the service by the rate established [by th. p board] for
member contributions under Section 8 of this Act, and the city shall pay into the pension
fund an amount equal to the rate established for city contributions under Section 8A [$1
of this Act. fltiplied by that bzr's salary for th. sme p. id].

Cf In addition to the amounts to be paid by the member under Subsection (d) or (e) of
this section, the member shall also pay interest on those amounts at the current as-
sumed rate of return [eix-pereent] per year, not compounded, from the date the contribu-
tions would have been deducted, if made, or from the date contributions were refunded
to the date of repayment of those contributions into the pension fund.

(g) Before the year 2017 effective date, if [Ifl a group B or group D member separates
from service before completing five years of credited service, the member's service credit
is canceled at the time of separation. If the member is reemployed by the city in a posi-
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tion covered by the pension system before the first anniversary of the date of separation,
all credit for previous service is restored. Any member whose service credit is canceled
under this subsection and who is reemployed by the city in a position covered by the pen-
sion system after the first anniversary of the date of separation receives one year of
previous service credit in group B or group D, as applicable, for each full year of
subsequent service up to the amount of the previous service that was canceled.

(g-1) On or after the year 2017 effective date, if a group B or group D member who has
made required member contributions separates from service before completing five years
of credited service, the member's service credit is canceled at the time of separation and
the member is eligible to receive a refund of required member contributions as provided
by Section 17 of this Act. If the member is reemployed before the first anniversary of the
date of separation:

(1) subject to Subdivision (2) of this subsection, all credit for previous service for which
no member contributions were required is restored, along with credit for previous service
for which the member did not receive a refund of contributions; and

(2) if the member's service credit is canceled under this subsection, the member is
eligible to reinstate the canceled credited service by paying the pension system the refund
amount, if any, plus interest on those amounts at the current assumed rate of return per
year, not compounded, from the date contributions were refunded to the date of repayment
of those contributions to the pension fund.

(g-2) For purposes of Subsection (g-1)(2) of this section, for any canceled service for
which contributions were not required, the member receives one year of previous service
credit in group B or group D, as appropriate, for each full year of subsequent service up to
the amount of the previous service that was canceled.

(h) A group B member who was a group A member before September 1, 1981, and who
was eligible to purchase credit for previous service under Chapter 358, Acts of the 48th
Legislature, Regular Session, 1943 (Article 6243g, Vernon's Texas Civil Statutes), may
purchase the service credit in group B by paying into the pension fund an amount equal
to the assumed rate of return [six-perenIt] per year, not compounded, on any contribu-
tions previously withdrawn for the period from the date of withdrawal to the date of
purchase.

(i) Under rules and procedures adopted by the pension board, a group D member may
effectuate a direct trustee-to-trustee transfer from a qualifying code Section 457(b) plan to
the pension system to purchase an increased or enhanced benefit in accordance with the
provisions of code Sections 415(n) and 457(e) (17) of the Internal Revenue Code of 1986.
The amount transferred under this subsection shall be held by the pension system and
the pension system may not separately account for the amount. The pension board by rule
shall determine the additional benefit that a member is entitled to based on a transfer
under this subsection.

0) For purposes of this subsection and Subsection (k) of this section, "furlough time"
means the number of days a person has been furloughed. A person who has been volunta-
rily or involuntarily furloughed shall receive credited service for each day that the person
has been furloughed, provided that:

(1) the pension system receives all required city contributions and member contribu-
tions for the credited service attributable to the furlough time for the pay period in which
the furlough occurs, based on the regular salary that each furloughed member would
have received if the member had worked during the furlough time;

(2) the member may receive not more than 10 days of credited service in a fiscal year
for furlough time; and

(3) credited service for furlough time may not be used to meet the five-year requirement
under Section 10(b) of this Act for eligibility for a benefit.

(k) For purposes of Subsection 0) of this section, the city shall establish a unique pay
code for furlough time to provide for timely payment of city contributions and member
contributions for furlough time and to allow the pension system to identify furlough time
for each furloughed employee.
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(1) Notwithstanding any provision of this section, the interest rate on any service
purchase shall be the then current assumed rate of return, not compounded.

SECTION 3.09. The heading to Section 8, Chapter 88 (H.B. 1573), Acts of the 77th
Legislature, Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is
amended to read as follows:

Sec. 8. MEMBER CONTRIBUTIONS.
SECTION 3.10. Sections 8(a), (b), and (c), Chapter 88 (H.B. 1573), Acts of the 77th

Legislature, Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), are
amended to read as follows:

(a) Subject to adjustments authorized under Section 8E or 8F of this Act, beginning on
the year 2017 effective date, each [Each group-A] member of the pension system shall
make biweekly [mentlAy] contributions during employment in an amount determined in
accordance with this section [Ly the penaiun bad and expresed s a peccenage of
salary]. The contributions shall be deducted by the employer from the salary of each
member and paid to the pension system for deposit in the pension fund. Member
contributions under this section shall be made as follows:

(1) each group A member shall contribute:

(A) seven percent of the member's salary beginning with the member's first full biweekly
pay period that occurs on or after the year 2017 effective date; and

(B) a total of eight percent of the member's salary beginning with the member's first
full biweekly pay period for the member that occurs on or after July 1, 2018;

(2) each group B member shall contribute:

(A) two percent of the member's salary beginning with the member's first full biweekly
pay period that occurs on or after the year 2017 effective date; and

(B) a total of four percent of the member's salary beginning with the member's first full
biweekly pay period for the member that occurs on or after July 1, 2018; and

(3) each group D member shall contribute two percent of the member's salary begin-
ning with the member's first full biweekly pay period that occurs on or after the year 2017
effective date.

(b) This section does not increase or decrease the contribution obligation of any
member that arose before the year 2017 effective date [September 1, 200-1,] or give rise to
any claim for a refund for any contributions made before that date.

(c) The employer shall pick up the contributions required of [griup-A] members by
Subsection (a) of this section and contributions required of group D members under Sec-
tion 10A(a) of this Act as soon as reasonably practicable under applicable rules for all
salaries earned by members after the year 2017 effective date and by January 1, 2018,
for contributions required by Section 10A(a) of this Act. The city shall pay the pickup
contributions to the pension system from the same source of funds that is used for pay-
ing salaries to the members. The pickup contributions are in lieu of contributions by
[greupA] members. The city may pick up those contributions by a deduction from each
[greipA] member's salary equal to the amount of the member's contributions picked up
by the city. Members may not choose to receive the contributed amounts directly instead
of having the contributed amounts paid by the city to the pension system. An accounting
of member contributions picked up by the employer shall be maintained, and the
contributions shall be treated for all other purposes as if the amount were a part of the
member's salary and had been deducted under this section. Contributions picked up
under this subsection shall be treated as employer contributions in determining tax
treatment of the amounts under the Internal Revenue Code of 1986, as amended.

SECTION 3.11. Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Regular Ses-
sion, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by adding Sections
8A, 8B, 8C, 8D, 8E, 8F, 8G, 8H, and 81 to read as follows:

Sec. 8A. CITY CONTRIBUTIONS. (a) The city shall make contributions to the pen-
sion system for deposit into the pension fund as provided by this section and Section 8B,
SC, 8E, or 8F of this Act, as applicable. The city shall contribute:
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(1) beginning with the year 2017 effective date and ending with the fiscal year ending
June 30, 2018, an amount equal to the sum of:

(A) the city contribution rate, as determined in the initial risk sharing valuation study
conducted under Section 8C of this Act, multiplied by the pensionable payroll for the fis-
cal year; and

(B) the city contribution amount for the fiscal year; and

(2) for each fiscal year after the fiscal year ending June 30, 2018, an amount equal to
the sum of

(A) the city contribution rate, as determined in a subsequent risk sharing valuation
study conducted under Section 8B of this Act and adjusted under Section 8E or 8F of this
Act, as applicable, multiplied by the pensionable payroll for the applicable fiscal year;
and

(B) except as provided by Subsection (e) of this section, the city contribution amount for
the applicable fiscal year.

(b) Except by written agreement between the city and the pension board under Section
3(n) of this Act providing for an earlier contribution date, at least biweekly, the city shall
make the contributions required by Subsection (a) of this section by depositing with the
pension system an amount equal to the sum of

(1) the city contribution rate multiplied by the pensionable payroll for the biweekly pe-
riod; and

(2) the city contribution amount for the applicable fiscal year divided by 26.

(c) With respect to each fiscal year:

(1) the first contribution by the city under this section for the fiscal year shall be made
not later than the date payment is made to employees for their first full biweekly pay pe-
riod beginning on or after the first day of the fiscal year; and

(2) the final contribution by the city under this section for the fiscal year shall be made
not later than the date payment is made to employees for the final biweekly pay period of
the fiscal year

(d) In addition to the amounts required under this section, the city may at any time
contribute additional amounts to the pension system for deposit in the pension fund by
entering into a written agreement with the pension board in accordance with Section 3(n)
of this Act.

(e) If, in any given fiscal year, the funded ratio is greater than or equal to 100 percent,
the city contribution under this section may no longer include the city contribution
amount.

(f) Contributions shall be made under this section by the city to the pension system in
order to be credited against any amortization schedule of payments due to the pension
system under this Act.

(g) Subsection (f) of this section does not affect the exclusion of contribution amounts
under Subsection (e) of this section or changes to an amortization schedule of a liability
layer under Section 8B(a)(7)(F), 8C(i)-(j), or 8E(c)(3)-(4) of this Act.

(h) Notwithstanding any other law and except for the pension obligation bond assumed
under Section 8C(d)(2) of this Act, the city may not issue a pension obligation bond to
fund the city contribution rate under Subsection (a)(1)(A) or (a)(2)(A) of this section or the
city contribution amount under Subsection (a)(1)(B) or (a)(2)(B) of this section.

Sec. 8B. RISK SHARING VALUATION STUDIES. (a) The pension system and the
city shall separately cause their respective actuaries to prepare a risk sharing valuation
study in accordance with this section and actuarial standards of practice. A risk sharing
valuation study must:

(1) be dated as of the first day of the fiscal year for which the study is required to be
prepared;

(2) be included in the annual valuation study prepared under Section 2B of this Act;
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(3) calculate the unfunded actuarial accrued liability of the pension system;

(4) be based on actuarial data provided by the pension system actuary or; if actuarial
data is not provided, on estimates of actuarial data;

(5) estimate the city contribution rate and the city contribution amount, taking into ac-
count any adjustments required under Section 8E or 8F of this Act for all applicable
prior fiscal years;

(6) detail the city contribution rate and the city contribution amount, taking into ac-
count any adjustments required under Section 8E or 8F of this Act for all applicable
prior fiscal years;

(7) subject to Subsection (g) of this section, be based on the following assumptions and
methods that are consistent with actuarial standards of practice:

(A) an ultimate entry age normal actuarial method;

(B) for purposes of determining the actuarial value of assets:

(i) except as provided by Subparagraph (ii) of this paragraph and Section 8E(c)(1) or
8F(c)(1) of this Act, an asset smoothing method recognizing actuarial losses and gains
over a five-year period applied prospectively beginning on the year 2017 effective date;
and

(ii) for the initial risk sharing valuation study prepared under Section 8C of this Act, a
marked-to-market method applied as of June 30, 2016;

(C) closed layered amortization of liability layers to ensure that the amortization pe-
riod for each layer begins 12 months after the date of the risk sharing valuation study in
which the liability layer is first recognized;

(D) each liability layer is assighed an amortization period;

(E) each liability loss layer amortized over a period of 30 years from the first day of the
fiscal year beginning 12 months after the date of the risk sharing valuation study in
which the liability loss layer is first recognized, except that the legacy liability must be
amortized from July 1, 2016, for a 30-year period beginning July 1, 2017;

(F) the amortization period for each liability gain layer being:

(i) equal to the remaining amortization period on the largest remaining liability loss
layer and the two layers must be treated as one layer such that if the payoff year of the
liability loss layer is accelerated or extended, the payoff year of the liability gain layer is
also accelerated or extended; or

(ii) if there is no liability loss layer, a period of 30 years from the first day of the fiscal
year beginning 12 months after the date of the risk sharing valuation study in which the
liability gain layer is first recognized;

(G) liability layers, including the legacy liability, funded according to the level percent
of payroll method;

(H) the assumed rate of return, subject to adjustment under Section 8E(c)(5) of this Act
or, if Section 8C(g) of this Act applies, adjustment in accordance with a written agreement
entered into under Section 3(n) of this Act, except that the assumed rate of return may not
exceed seven percent per annum;

(I) the price inflation assumption as of the most recent actuarial experience study,
which may be reset by the pension board by plus or minus 50 basis points based on that
actuarial experience study;

(J) projected salary increases and payroll growth rate set in consultation with the city's
finance director;

(K) payroll for purposes of determining the corridor midpoint, city contribution rate,
and city contribution amount must be projected using the annual payroll growth rate as-
sumption, which for purposes of preparing any amortization schedule may not exceed
three percent; and

(L) the city contribution rate calculated without inclusion of the legacy liability; and
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(8) be revised and restated, if appropriate, not later than:

(A) the date required by a written agreement entered into between the city and the pen-
sion board; or

(B) the 30th day after the date required action is taken by the pension board under
Section 8E or 8F of this Act to reflect any changes required by either section.

(b) As soon as practicable after the end of a fiscal year, the pension system actuary at
the direction of the pension system and the city actuary at the direction of the city shall
separately prepare a proposed risk sharing valuation study based on the fiscal year that
just ended.

(c) Not later than October 31 following the end of the fiscal year, the pension system
shall provide to the city actuary, under a confidentiality agreement with the pension
board in which the city actuary agrees to comply with the confidentiality provisions of
Section 8G of this Act, the actuarial data described by Subsection (a)(4) of this section.

(d) Not later than the 150th day after the last day of the fiscal year:

(1) the pension system actuary, at the direction of the pension system, shall provide the
proposed risk sharing valuation study prepared by the pension system actuary under
Subsection (b) of this section to the city actuary; and

(2) the city actuary, at the direction of the city, shall provide the proposed risk sharing
valuation study prepared by the city actuary under Subsection (b) of this section to the
pension system actuary,

(e) Each actuary described by Subsection (d) of this section may provide copies of the
proposed risk sharing valuation studies to the city or the pension system as appropriate.

(f) If after exchanging proposed risk sharing valuation studies under Subsection (d) of
this section, it is found that the difference between the estimated city contribution rate
recommended in the proposed risk sharing valuation study prepared by the pension
system actuary and the estimated city contribution rate recommended in the proposed
risk sharing valuation study prepared by the city actuary for the corresponding fiscal
year is:

(1) less than or equal to two percentage points, the estimated city contribution rate
recommended by the pension system actuary will be the estimated city contribution rate
for purposes of Subsection (a)(5) of this section, and the proposed risk sharing valuation
study prepared for the pension system is considered to be the final risk sharing valuation
study for the fiscal year for the purposes of this Act; or

(2) greater than two percentage points, the city actuary and the pension system actuary
shall have 20 business days to reconcile the difference, provided that without the mutual
agreement of both actuaries, the difference in the estimated city contribution rate recom-
mended by the city actuary and the estimated city contribution rate recommended by the
pension system actuary may not be further increased and:

(A) if, as a result of reconciliation efforts under this subdivision, the difference is
reduced to less than or equal to two percentage points:

(i) the estimated city contribution rate proposed under the reconciliation by the pension
system actuary will be the estimated city contribution rate for purposes of Subsection
(a)(5) of this section; and

(ii) the pension system's risk sharing valuation study is considered to be the final risk
sharing valuation study for the fiscal year for the purposes of this Act; or

(B) if, after 20 business days, the pension system actuary and the city actuary are not
able to reach a reconciliation that reduces the difference to an amount less than or equal
to two percentage points:

(i) the city actuary at the direction of the city and the pension system actuary at the
direction of the pension system each shall deliver to the finance director of the city and
the executive director of the pension system a final risk sharing valuation study with any
agreed-to changes, marked as the final risk sharing valuation study for each actuary; and

(ii) not later than the 90th day before the first day of the next fiscal year; the finance
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director and the executive director shall execute a joint addendum to the final risk shar-
ing valuation study received under Subparagraph (i) of this paragraph that is a part of
the final risk sharing valuation study for the fiscal year for all purposes and reflects the
arithmetic average of the estimated city contribution rates for the fiscal year stated by the
city actuary and the pension system actuary in the final risk sharing valuation study for
purposes of Subsection (a)(5) of this section, and for reporting purposes the pension
system may treat the pension system actuary's risk sharing valuation study with the ad-
dendum as the final risk sharing valuation study.

(g) The assumptions and methods used and the types of actuarial data and financial
information used to prepare the initial risk sharing valuation study under Section 8C of
this Act shall be used to prepare each subsequent risk sharing valuation study under this
section, unless changed based on the actuarial experience study conducted under Section
8D of this Act.

(h) The actuarial data provided under Subsection (a)(4) of this section may not include
the identifying information of individual members.

Sec. BC. INITIAL RISK SHARING VALUATION STUDIES; CORRIDOR MIDPOINT
AND CITY CONTRIBUTION AMOUNTS. (a) The pension system and the city shall
separately cause their respective actuaries to prepare an initial risk sharing valuation
study that is dated as of July 1, 2016, in accordance with this section. An initial risk
sharing valuation study must:

(1) except as otherwise provided by this section, be prepared in accordance with Section
8B of this Act, and for purposes of Section 8B(a)(4) of this Act, be based on actuarial data
as of June 30, 2016, or, if actuarial data is not provided, on estimates of actuarial data;

(2) project the corridor midpoint for 31 fiscal years beginning with the fiscal year
beginning July 1, 2017; and

(3) subject to Subsections (i) and (j) of this section, include a schedule of city contribu-
tion amounts for 30 fiscal years beginning with the fiscal year beginning July 1, 2017.

(b) If the initial risk sharing valuation study has not been prepared consistent with
this section before the year 2017 effective date, as soon as practicable after the year 2017
effective date:

(1) the pension system shall provide to the city actuary under a confidentiality agree-
ment the necessary actuarial data used by the pension system actuary to prepare the
proposed initial risk sharing valuation study; and

(2) not later than the 30th day after the date the city's actuary receives the actuarial
data:

(A) the city actuary, at the direction of the city, shall provide a proposed initial risk
sharing valuation study to the pension system actuary; and

(B) the pension system actuary, at the direction of the pension system, shall provide a
proposed initial risk sharing valuation study to the city actuary.

(c) If, after exchanging proposed initial risk sharing valuation studies under Subsec-
tion (b)(2) of this section, it is determined that the difference between the estimated total
city contribution divided by the pensionable payroll for any fiscal year in the proposed
initial risk sharing valuation study prepared by the pension system actuary and in the
proposed initial risk sharing valuation study prepared by the city actuary is:

(1) less than or equal to two percentage points, the estimated city contribution rate and
the estimated city contribution amount for that fiscal year recommended by the pension
system actuary will be the estimated city contribution rate and the estimated city contri-
bution amount, as applicable, for purposes of Section 8B(a)(5) of this Act; or

(2) greater than two percentage points, the city actuary and the pension system actuary
shall have 20 business days to reconcile the difference and:

(A) if, as a result of reconciliation efforts under this subdivision, the difference in any
fiscal year is reduced to less than or equal to two percentage points, the city contribution
rate and the city contribution amount recommended by the pension system actuary for
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that fiscal year will be the estimated city contribution rate and the estimated city contri-
bution amount, as applicable, for purposes of Section 8B(a)(5) of this Act; or

(B) if, after 20 business days, the city actuary and the pension system actuary are not
able to reach a reconciliation that reduces the difference to an amount less than or equal
to two percentage points for any fiscal year:

(i) the city actuary at the direction of the city and the pension system actuary at the
direction of the pension system each shall deliver to the finance director of the city and
the executive director of the pension system a final initial risk sharing valuation study
with any agreed-to changes, marked as the final initial risk sharing valuation study for
each actuary; and

(ii) the finance director and the executive director shall execute a joint addendum to the
final initial risk sharing valuation study that is a part of each final initial risk sharing
valuation study for all purposes and that reflects the arithmetic average of the estimated
city contribution rate and the estimated city contribution amount for each fiscal year in
which the difference was greater than two percentage points for purposes of Section
8B(a)(5) of this Act, and for reporting purposes the pension system may treat the pension
system actuary's initial risk sharing valuation study with the addendum as the final
initial risk sharing valuation study.

(d) In preparing the initial risk sharing valuation study, the city actuary and pension
system actuary shall:

(1) adjust the actuarial value of assets to be equal to the market value of assets as of
July 1, 2016;

(2) assume the issuance of planned pension obligation bonds by December 31, 2017, in
accordance with Subsection ()(2) of this section; and

(3) assume benefit and contribution changes under this Act as of the year 2017 effective
date.

(e) If the city actuary does not prepare an initial risk sharing valuation study for
purposes of this section, the pension system actuary's initial risk sharing valuation study
will be used as the final risk sharing valuation study for purposes of this Act unless the
city did not prepare a proposed initial risk sharing valuation study because the pension
system actuary did not provide the necessary actuarial data in a timely manner If the
city did not prepare a proposed initial risk sharing valuation study because the pension
system actuary did not provide the necessary actuarial data in a timely manner, the city
actuary shall have 60 days to prepare the proposed initial risk sharing valuation study
on receipt of the necessary information.

(t) If the pension system actuary does not prepare a proposed initial risk sharing valu-
ation study for purposes of this section, the proposed initial risk sharing valuation study
prepared by the city actuary will be the final risk sharing valuation study for purposes of
this Act.

(g) The city and the pension board may agree on a written transition plan for resetting
the corridor midpoint:

(1) if at any time the funded ratio is equal to or greater than 100 percent; or

(2) for any fiscal year after the payoff year of the legacy liability.

(h) If the city and the pension board have not entered into an agreement described by
Subsection (g) of this section in a given fiscal year, the corridor midpoint will be the cor-
ridor midpoint determined for the 31st fiscal year in the initial risk sharing valuation
study prepared in accordance with this section.

(i) If the city makes a contribution to the pension system of at least $5 million more
than the amount that would be required by Section 8A(a) of this Act, a liability gain layer
with the same remaining amortization period as the legacy liability is created. In each
subsequent risk sharing valuation study until the end of that amortization period, the
city contribution amount must be decreased by the amortized amount in each fiscal year
covered by the liability gain layer.
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Q) Notwithstanding any other provision of this Act, including Section 8H of this Act:

(1) if the city fails to deliver the proceeds of pension obligation bonds totaling $250 mil-
lion on or before March 31, 2018, the pension board shall have 30 days from March 31,
2018, to rescind, prospectively, any or all benefit changes made effective under S.B. No.
2190, Acts of the 85th Legislature, Regular Session, 2017, as of the year 2017 effective
date, or to reestablish the deadline for the delivery of pension obligation bond proceeds,
reserving the right to rescind the benefit changes authorized by this subdivision if the
bond proceeds are not delivered by the reestablished deadline; and

(2) subject to Subsection (k) of this section, if the pension board rescinds benefit changes
under Subdivision (1) of this subsection or pension obligation bond proceeds are not
delivered on or before December 31, 2017, the initial risk sharing valuation study shall be
prepared again and restated without assuming the delivery of the pension obligation
bond proceeds, the later delivery of pension obligation bond proceeds, or the rescinded
benefit changes, as applicable, including a reamortization of the city contribution amount
for the amortization period remaining for the legacy liability, and the resulting city con-
tribution rate and city contribution amount will become effective in the fiscal year follow-
ing the completion of the restated initial risk sharing valuation study.

(k) The restated initial risk sharing valuation study required under Subsection U)(2) of
this section must be completed at least 30 days before the start of the fiscal year:

(1) ending June 30, 2019, if the pension board does not reestablish the deadline under
Subsection U)(1) of this section; or

(2) immediately following the reestablished deadline, if the pension board reestablishes
the deadline under Subsection j)(1) of this section and the city fails to deliver the pension
obligation bond proceeds described by Subsection O)(1) of this section by the reestablished
deadline.

Sec. 8D. ACTUARIAL EXPERIENCE STUDIES. (a) At least once every four years,
the pension system actuary, at the direction of the pension system, shall conduct an
actuarial experience study in accordance with actuarial standards of practice. The
actuarial experience study required by this subsection must be completed not later than
September 30 of the year in which the study is required to be conducted.

(b) Except as otherwise expressly provided by Sections 8B(a)(7)(A)-(I) of this Act,
actuarial assumptions and methods used in the preparation of a risk sharing valuation
study, other than the initial risk sharing valuation study, shall be based on the results of
the most recent actuarial experience study.

(c) Not later than the 180th day before the date the pension board may consider adopt-
ing any assumptions and methods for purposes of Section 8B of this Act, the pension
system shall provide the city actuary with a substantially final draft of the pension
system's actuarial experience study, including:

(1) all assumptions and methods recommended by the pension system actuary; and

(2) summaries of the reconciled actuarial data used in creation of the actuarial experi-
ence study.

(d) Not later than the 60th day after the date the city receives the final draft of the pen-
sion system's actuarial experience study under Subsection (c) of this section, the city actu-
ary and pension system actuary may communicate concerning the assumptions and
methods used in the actuarial experience study. During the period prescribed by this
subsection, the pension system actuary may modify the recommended assumptions in the
draft actuarial experience study to reflect any changes to assumptions and methods to
which the pension system actuary and the city actuary agree.

(e) At the city actuary's written request, the pension system shall provide additional
actuarial data used by the pension system actuary to prepare the draft actuarial experi-
ence study, provided that confidential data may only be provided subject to a confidential-
ity agreement entered into between the pension system and the city actuary.

(f) The city actuary, at the direction of the city, shall provide in writing to the pension
system actuary and the pension system:
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(1) any assumptions and methods recommended by the city actuary that differ from the
assumptions and methods recommended by the pension system actuary; and

(2) the city actuary's rationale for each method or assumption the actuary recommends
and determines to be consistent with standards adopted by the Actuarial Standards
Board.

(g) Not later than the 30th day after the date the pension system actuary receives the
city actuary's written recommended assumptions and methods and rationale under
Subsection (f) of this section, the pension system shall provide a written response to the
city identifying any assumption or method recommended by the'bity actuary that the pen-
sion system does not accept. If any assumption or method is not accepted, the pension
system shall recommend to the city the names of three independent actuaries for purposes
of this section.

(h) An actuary may only be recommended, selected, or engaged by the pension system
as an independent actuary under this section if the person:

(1) is not already engaged by the city, the pension system, or any other pension system
or fund authorized under Article 6243e.2(1) or 6243g-4, Revised Statutes, to provide
actuarial services to the city, the pension system, or another pension system or fund
referenced in thi subdivision;

(2) is a member of the American Academy of Actuaries; and

(3) has at least five years of experience as an actuary working with one or more public
retirement systems with assets in excess of $1 billion.

(i) Not later than the 20th day after the date the city receives the list of three indepen-
dent actuaries under Subsection (g) of this section, the city shall identify and the pension
system shall hire one of the listed independent actuaries on terms acceptable to the city
and the pension system to perform a scope of work acceptable to the city and the pension
system. The city and the pension system each shall pay 50 percent of the cost of the inde-
pendent actuary engaged under this subsection. The city shall be provided the opportunity
to participate in any communications between the independent actuary and the pension
system concerning the engagement, engagement terms, or performance of the terms of the
engagement.

U) The independent actuary engaged under Subsection (i) of this section shall receive
on request from the city or the pension system:

(1) the pension system's draft actuarial experience study, including all assumptions
and methods recommended by the pension system actuary;

(2) summaries of the reconciled actuarial data used to prepare the draft actuarial expe-
rience study;

(3) the city actuary's specific recommended assumptions and methods together with the
city actuary's written rationale for each recommendation;

(4) the pension system actuary's written rationale for its recommendations; and

(5) if requested by the independent actuary and subject to a confidentiality agreement
between the pension system and the independent actuary, additional confidential
actuarial data.

(k) Not later than the 30th day after the date the independent actuary receives all the
requested information under Subsection U) of this section, the independent actuary shall
advise the pension system and the city whether it agrees with the assumption or method
recommended by the city actuary or the corresponding method or assumption recom-
mended by the pension system actuary, together with the independent actuary's rationale
for making the determination. During the period prescribed by this subsection, the inde-
pendent actuary may discuss recommendations in simultaneous consultation with the
pension system actuary and the city actuary.

(1) The pension system and the city may not seek any information from any prospective
independent actuary about possible outcomes of the independent actuary's review.

(m) If an independent actuary has questions or concerns regarding an engagement
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entered into under this section, the independent actuary shall simultaneously consult
with both the city actuary and the pension system actuary regarding the questions or
concerns. This subsection does not limit the pension system's authorization to take ap-
propriate steps to complete the engagement of the independent actuary on terms accept-
able to both the pension system and the city or to enter into a confidentiality agreement
with the independent actuary, if needed.

(n) If the pension board does not adopt an assumption or method recommended by the
city actuary to which the independent actuary agrees, or recommended by the pension
system actuary, the city actuary is authorized to use that recommended assumption or
method in connection with preparation of a subsequent risk sharing valuation study
under Section 8B of this Act until the risk sharing valuation study following the next
actuarial experience study is prepared.

Sec. 8E. CITY CONTRIBUTION RATE WHEN ESTIMATED CITY CONTRIBU-
TION RATE LOWER THAN CORRIDOR MIDPOINT; AUTHORIZATION FOR
CERTAIN ADJUSTMENTS. (a) This section governs the determination of the city con-
tribution rate applicable in a fiscal year if the estimated city contribution rate is lower
than the corridor midpoint.

(b) If the funded ratio is:

(1) less than 90 percent, the city contribution rate for the fiscal year equals the corridor
midpoint; or

(2) equal to or greater than 90 percent and the city contribution rate is:

(A) equal to or greater than the minimum contribution rate, the estimated city contri-
bution rate is the city contribution rate for the fiscal year; or

(B) except as provided by Subsection (e) of this section, less than the minimum contri-
bution rate for the corresponding fiscal year, the city contribution rate for the fiscal year
equals the minimum contribution rate achieved in accordance with Subsection (c) of this
section.

(c) For purposes of Subsection (b)(2)(B) of this section, the following adjustments shall
be applied sequentially to the extent required to increase the estimated city contribution
rate to equal the minimum contribution rate:

(1) first, adjust the actuarial value of assets equal to the current market value of assets,
if making the adjustment causes the city contribution rate to increase;

(2) second, under a written agreement between the city and the pension board under
Section 3(n) of this Act entered into not later than the 30th day before the first day of the
next fiscal year, prospectively restore all or part of any benefit reductions or reduce
increased employee contributions, in each case made after the year 2017 effective date;

(3) third, accelerate the payoff year of the legacy liability by offsetting the remaining
legacy liability by the amount of the new liability loss layer, provided that during the ac-
celerated period the city will continue to pay the city contribution amount as scheduled in
the initial risk sharing valuation study, subject to Section 8C(i) or (j) of this Act;

(4) fourth, accelerate the payoff year of existing liability loss layers, excluding the leg-
acy liability, by accelerating the oldest liability loss layers first, to an amortization period
of not less than 20 years from the first day of the fiscal year beginning 12 months after
the date of the risk sharing valuation study in which the liability loss layer is first
recognized; and

(5) fifth, under a written agreement between the city and the pension board under Sec-
tion 3(n) of this Act entered into not later than the 30th day before the first day of the next
fiscal year the city and the pension board may agree to reduce the assumed rate of return.

(d) If the funded ratio is:

(1) equal to or greater than 100 percent:

(A) all existing liability layers, including the legacy liability, are considered fully
amortized and paid;

(B) the city contribution amount may no longer be included in the city contribution
under Section 8A of this Act; and
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(C) the city and the pension system may mutually agree to change assumptions in a
written agreement entered into between the city and the pension board under Section 3(n)
of this Act; and

(2) greater than 100 percent in a written agreement between the city and the pension
system entered into under Section 3(n) of this Act, the pension system may reduce member
contributions or increase pension benefits if as a result of the action:

(A) the funded ratio is not less than 100 percent; and

(B) the city contribution rate is not more than the minimum contribution rate.

(e) Except as provided by Subsection (f) of this section, if an agreement under Subsec-
tion (d) of this section is not reached on or before the 30th day before the first day of the
next fiscal year, before the first day of the next fiscal year, the pension board shall reduce
member contributions and implement or increase cost-of-living adjustments, but only to
the extent that the city contribution rate is set at or below the minimum contribution rate
and the funded ratio is not less than 100 percent.

(f) If any member contribution reduction or benefit increase under Subsection (e) of this
section has occurred within the previous three fiscal years, the pension board may not
make additional adjustments to benefits, and the city contribution rate must be set to
equal the minimum contribution rate.

Sec. 8F CITY CONTRIBUTION RATE WHEN ESTIMATED CITY CONTRIBU-
TION RATE EQUAL TO OR GREATER THAN CORRIDOR MIDPOINT, AUTHORIZA-
TION FOR CERTAIN ADJUSTMENTS. (a) This section governs the determination of
the city contribution rate in a fiscal year when the estimated city contribution rate is
equal to or greater than the corridor midpoint.

(b) If the estimated city contribution rate is:

(1) less than or equal to the maximum contribution rate for the corresponding fiscal
year the estimated city contribution rate is the city contribution rate; or

(2) except as provided by Subsection (d) or (/9 of this section, greater than the maximum
contribution rate for the corresponding fiscal year, the city contribution rate equals the
corridor midpoint achieved in accordance with Subsection (c) of this section.

(c) For purposes of Subsection (b)(2) of this section, the following adjustments shall be
applied sequentially to the extent required to decrease the estimated city contribution rate
to equal the corridor midpoint:

(1) first, adjust the actuarial value of assets to the current market value of assets, if
making the adjustment causes the city contribution rate to decrease;

(2) second, if the payoff year of the legacy liability was accelerated under Section 8E(c)
of this Act:

(A) extend the payoff year of the legacy liability by increasing the legacy liability by the
amount of the new liability gain layer to a maximum amount; and

(B) during the extended period provided by Paragraph (A) of this subdivision, the city
shall continue to pay the city contribution amount for the extended period in accordance
with the schedule included in the initial risk sharing valuation study, subject to Section
8C(i) or (j) of this Act; and

(3) third, if the payoff year of a liability loss layer other than the legacy liability was
previously accelerated under Section 8E(c) of this Act, extend the payoff year of existing li-
ability loss layers, excluding the legacy liability, by extending the most recent loss layers
first, to a payoff year not later than 30 years from rhe first day of the fiscal year beginning
12 months after the date of the risk sharing valuation study in which the liability loss
layer is first recognized.

(d) If the city contribution rate after adjustment under Subsection (c) of this section is
greater than the third quarter line rate, the city contribution rate equals the third quarter
line rate. To the extent necessary to comply with this subsection, the city and the pension
board shall enter into a written agreement under Section 3(n) of this Act to increase
member contributions and make other benefit or plan changes not otherwise prohibited by
applicable federal law or regulations.
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(e) Gains resulting from adjustments made as the result of a written agreement be-
tween the city and the pension board under Subsection (d) of this section may not be used
as a direct offset against the city contribution amount in any fiscal year.

(f) If an agreement under Subsection (d) of this section is not reached on or before the
30th day before the first day of the next fiscal year, before the start of the next fiscal year
to which the city contribution rate would apply, the pension board, to the extent necessary
to set the city contribution rate equal to the third quarter line rate, shall:

(1) increase member contributions; and
(2) decrease cost-of-living adjustments.

(g) If the city contribution rate remains greater than the corridor midpoint in the third
fiscal year after adjustments are made in accordance with an agreement under Subsec-
tion (d) of this section, in that fiscal year the city contribution rate equals the corridor
midpoint achieved in accordance with Subsection (h) of this section.

(h) The city contribution rate must be set at the corridor midpoint under Subsection (g)
of this section by:

(1) in the risk sharing valuation study for the third fiscal year described by Subsection
(g) of this section, adjusting the actuarial value of assets to equal the current market
value of assets, if making the adjustment causes the city contribution rate to decrease;
and

(2) under a written agreement entered into between the city and the pension board
under Section 3(n) of this Act:

(A) increasing member contributions; and

(B) making any other benefit or plan changes not otherwise prohibited by applicable
federal law or regulations.

(i) If an agreement under Subsection (h)(2) of this section is not reached on or before
the 30th day before the first day of the next fiscal year, before the start of the next fiscal
year, the pension board, to the extent necessary to set the city contribution rate equal to
the corridor midpoint, shall:

(1) increase member contributions; and

(2) decrease cost-of-living adjustments.

Sec. 8G. CONFIDENTIALITY (a) The information, data, and document exchanges
under Sections 8A through 8F of this Act have all the protections afforded by applicable
law and are expressly exempt from the disclosure requirements under Chapter 552,
Government Code, except as may be agreed to by the city and pension system in a written
agreement under Section 3(n) of this Act.

(b) Subsection (a) of this section does not apply to:

(1) a proposed risk sharing valuation study prepared by the pension system actuary
and provided to the city actuary or prepared by the city actuary and provided to the pen-
sion system actuary under Section 8B(d) or 8C(b)(2) of this Act; or

(2) a final risk sharing valuation study prepared under Section 8B or 8C of this Act.

(c) A risk sharing valuation study prepared by either the city actuary or the pension
system actuary under Sections 8A through 8F of this Act may not:

(1) include information in a form that includes identifiable information relating to a
specific individual; or

(2) provide confidential or private information regarding specific individuals or be
grouped in a manner that allows confidential or private information regarding a specific
individual to be discerned.

Sec. 8H. UNILATERAL DECISIONS AND ACTIONS PROHIBITED. No unilateral
decision or action by the pension board is binding on the city and no unilateral decision
or action by the city is binding on the pension system with respect to the application of
Sections 8A through 8F of this Act unless expressly provided by a provision of those
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sections. Nothing in this section is intended to limit the powers or authority of the pen-
sion board.

Sec. 81. STATE PENSION REVIEW BOARD; REPORT (a) After preparing a final
risk sharing valuation study under Section 8B or 8C of this Act, the pension system and
the city shall jointly submit a copy of the study or studies, as appropriate, to the State
Pension Review Board for a determination that the pension system and city are in compli-
ance with this Act.

(b) Not later than the 30th day after the date an action is taken under Section 8E or 8F
of this Act, the pension system shall submit a report to the State Pension Review Board
regarding any actions taken under those sections.

(c) The State Pension Review Board shall notify the governor, the lieutenant governor,
the speaker of the house of representatives, and the legislative committees having principal
jurisdiction over legislation governing public retirement systems if the State Pension
Review Board determines the pension system or the city is not in compliance with Sec-
tions BA through 8H of this Act,

SECTION 3.12. Section 9(c), Chapter 88 (H.B. 1573), Acts of the 77th Legislature,
Regular Session, 2001 (Article 6243h, Vernon's Tbxas Civil Statutes), is amended to read
as follows:

(c) If a member dies and there are no eligible survivors to receive the allowance
provided for in Section 14 of this Act, the member's spouse [bnefeiery] or, if there is no
spouse [benefeiery], the member's estate shall receive the refund amount.

,SECTION 3.13. Section -10, Chapter 88 (H.B. 1573), Acts of the 77th Legislature,
Regular Session, 2001 (Article 6243h, Vernon's Txas Civil Statutes), is amended by
amending Subsections (b), (d), (e), (g), and (h) and adding Subsections (c-1), (d-1), and
(e-1) to read as follows:

(b) A group A or group B member of the pension system who terminates employment
is eligible for a normal retirement pension beginning on the member's effective retire-
ment date after the date the member completes at least five years of credited service and
attains either:

(1) 62 years of age; or
(2) a combination of years of age and years of credited service, including parts of

years, the sum of which equals or is greater than the number:
(A) 75, provided the member is at least 50 years of age; or

(B) 70, provided the member attained a combination of years of age and years of
credited service, including parts of years, the sum of which equals or is greater than the
number 68 before January 1, 2005.

(c-1) A group D member who terminates employment is eligible for a normal retire-
ment pension beginning on the member's effective retirement date after the date the
member completes at least five years of credited service and attains 62 years of age.

(d) Subject to Section 17 of this Act, the [The] amount of the monthly normal retire-
ment pension payable to an eligible:

(1) [retired] group A or group B member who retires before January 1, 2005, shall be
determined under the law in effect on the member's last day of credited service;

(2) group A member who retires on or after January 1, 2005, is equal to the sum of:
(A) the member's average monthly salary multiplied by the percentage rate accrued

under the law in effect on December 31, 2004, for each year of the member's years of
credited service in group A that is earned before January 1, 2005;

(B) the member's average monthly salary multiplied by 2.5 [&-44] percent for each
year of the member's years of credited service in group A during the member's first 20
[4] years of service that is earned on or after January 1, 2005; [,
the em be a years o e, s i A danrid th ...e. ntel. y

eeieJ] and
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(C) the member's average monthly salary multiplied by 3.25 [4-@4] percent for each
year of credited service of the member in group A during the member's years of service
in excess of the 20 years described under Paragraph (B) of this subdivision that is earned
on or after January 1, 2005;

(3) group B member who retires on or after January 1, 2005, is equal to the sum of-

(A) the member's average monthly salary multiplied by the percentage rate accrued
under the law in effect on December 31, 2004, for each year of the member's years of
credited service in group B that is earned before January 1, 2005;

(B) the member's average monthly salary multiplied by 1.75 percent for each year of
the member's years of credited service in group B during the member's first 10 years of
service that is earned on or after January 1, 2005;

(C) the member's average monthly salary multiplied by two percent for each of the
member's years of credited service in group B in excess of the 10 years described under
Paragraph (B) of this subdivision that is earned on or after January 1, 2005; and

(D) the member's average monthly salary multiplied by 2.5 percent for each year of
credited service of the member in group B during the member's years of service in excess
of 20 years that is earned on or after January 1, 2005; or

(4) group D member who retires on or after January 1, 2008, is equal to the sum of-

(A) the member's average monthly salary multiplied by 1.8 percent for each year of the
member's years of credited service during the member's first 25 years of service; and

(B) the member's average monthly salary multiplied by 1 percent for each year of
credited service of the member in group D during the member's years of service in excess
of 25 years.

(d-1) For purposes of Subsection (d) of this section, service credit is rounded to the
nearest one-twelfth of a year [For purposes of this subsztion, seryicc eredit is reunded to
t-he nearest one twelfth of a year The nera retirementpension ofa rtired group A
member may net exeeed 90 perzcrnt of the member's average monthly salary].

(e) A group D member who terminates employment with the city or the pension system
may elect to receive an early retirement pension payable as a reduced benefit if the
member has attained:

(1) at least 10 years of credited service and is at least 55 years of age; or

(2) five years of credited service and a combination of years of age and years of credited
service, including parts of years, the sum of which equals or is greater than the number
75.

(e-1) The amount of the early retirement pension payable to a retired group D member
under Subsection (e) of this section shall be equal to the monthly normal retirement pen-
sion reduced by 0.25 percent for each month the member is less than 62 years of age at
retirement [mnthly normal rotement psion o payablce to an nmgible retired grtp B
member eeitals the member'z aver age .,,nthly salary multiplied by 1 peentf~
eah yoar of the member'2 years of credited service in group B dup the mmbr' firs
10 year y of servie, 2 pereent for ceh of the member's ayer onfdtd saryc in ou
B drng the mrmber' nxt 10 year of s er] fted 2 pe ent for eah year oft
credited serviee of the me~mber ingru Bdurin the m ember's years of se.e inexes
of 20 years. For purposes of this subseetion, ,c~c rdit is rouinded to the nearest one
forlalh of a yeare The nord roup B . on retirefol d group B membor mayted
emee c90 peeet ofthe tember'2p arag menthl salary].

(g) Notwithstanding any other provision of this Act, the total normal retirement pen-
sion of a retired member with credited service in group A, group B, [ef] group C, or
group D may not exceed 90 percent of the member's average monthly salary

(h) On or after February 1, 2018, and for [1Fer] future payments only, pension benefits
for all group A retirees and group B retirees, and for all group D retirees who terminated
employment on or after the year 2017 effective date with at least five years of credited ser-
vice, and survivor benefits for [all retirees and] eligible survivors of a former member of
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group A or group B, or of a former member of group D who terminated employment on or
after the year 2017 effective date with at least five years of credited service, shall be
increased annually by the cost-of-living adjustment percentage [f- peeen+], not
compounded, for all such eligible persons receiving a pension or survivor benefit as of
January 1 of the year in which the increase is made.

SECTION 3.14. Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Regular Ses-
sion, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by adding Section
10A to read as follows:

Sec. 10A. GROUP D MEMBER HYBRID COMPONENT (a) On and after January
1, 2018, in addition to the group D member contributions under Section 8 of this Act,
each group D member shall contribute one percent of the member's salary for each
biweekly pay period beginning with the member's first full biweekly pay period after the
later of January 1, 2018, or the group D member's first date of employment. The contribu-
tion required by this subsection:

(1) shall be picked up and paid in the same manner and at the same time as group D
member contributions required under Section 8(a)(3) of this Act, subject to applicable
rules;

(2) is separate from and in addition to the group D member contribution under Section
8(a)(3) of this Act; and

(3) is not subject to reduction or increase under Sections 8A through 8F of this Act or a
refund under Section 17 of this Act.

(b) For each biweekly pay period of a group D member's service for which the group D
member makes the contribution required under Subsection (a) of this section, the follow-
ing amounts shall be credited to a notional account, known as a cash balance account, for
the group D member:

(1) the amount of the contributions paid under Subsection (a) of this section for that
biweekly pay period; and

(2) interest on the balance of the group D member's cash balance account determined
by multiplying:

(A) an annual rate that is one-half the pension system's five-year investment return
based on a rolling five-fiscal-year basis and net of investment expenses, with a minimum
annual rate of 2.5 percent and a maximum annual rate of 7.5 percent, and divided by 26;
and

(B) the amount credited to the group D member's cash balance account as of the end of
the biweekly pay period.

(c) The pension system may not pay interest on amounts credited to a cash balance ac-
count but not received by the pension system under Subsection (b) of this section.

(d) On separation from service, a group D member is eligible to receive only a distribu-
tion of the contributions credited to that group D member's cash balance account, without
interest, if the group D member has attained less than one year of service while contribut-
ing to the cash balance account. If a group D member attains at least one year of service
while contributing to the cash balance account, the group D member is fully vested in the
accrued benefit represented by that group D member's cash balance account, including
interest.

(e) In a manner and form prescribed by the pension board, a group D member who
terminates employment is eligible to elect to receive the group D member's cash balance
account benefit in a lump-sum payment, in substantially equal periodic payments, in a
partial lump-sum payment followed by substantially equal periodic payments, or in
partial payments from the group D member's cash balance account.

(f) Contributions may not be made to a group D member's cash balance account for a
period that occurs after the date the group D member terminates employment, except that
interest at a rate that is not greater than the rate under Subsection (b)(2) of this section,
as determined by the pension board, may be credited based on the former group D
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member's undistributed cash balance account after the date the group D member
terminates employment.

(g) On the death of a group D member or former group D member before the full distri-
bution of the member's cash balance account, the deceased member's cash balance ac-
count shall be payable in a single lump-sum payment to:

(1) the deceased member's surviving spouse;
(2) if there is no surviving spouse, each designated benefciary of the deceased member;

designated in the manner and on a form prescribed by the pension board; or

(3) if there is no designated beneficiary, the deceased member's estate.
(h) The lump-sum payment described by Subsection (g) of this section shall be made

within a reasonable time after the pension board has determined that the individual or
estate is eligible for the distribution.

(i) Subject to the other provisions of this section, the pension board may adopt rules
necessary to implement this section, including rules regarding the payment of the cash
balance account and limitations on the timing and frequency of payments. All distribu-
tions and changes in the form of distribution must be made in a manner and at a time
that complies with the Internal Revenue Code of 1986.

SECTION 3.15. Section 11, Chapter 88 (H.B. 1573), Acts of the 77th Legislature,
Regular Session, 2001 (Article 6243h, Vernon's 'lbxas Civil Statutes), is amended to read
as follows:

Sec. 11. OPTION-ELIGIBLE PARTICIPANTS [GROUP B RETREMENT ONIONS].
(a) In this section, "J&S Annuity" means payment of a normal retirement pension or
early retirement pension under one of the options provided by Subsection (b) of this
section.

(a-1) For purposes of this section, an option-eligible participant is:

(1) a former group A or gioup B member who terminates employment with the city or
the pension system on or after June 30, 2011, and who is eligible to receive a normal
retirement pension, provided the member was not married as of the date of the member's
termination of employment;

(2) a former group B member who terminated employment with the city or the prede-
cessor system before September 1, 1997, and who is eligible to receive a normal retirement
pension; or

(3) a former group D member who terminated employment with the city or the pension
system and who is eligible to receive a normal retirement pension or an early retirement
pension.

(a-2) The pension board, in its sole discretion, shall make determinations regarding an
individual's status as an option-eligible participant.

(a-3) Before the date an option-eligible participant commences receipt of a benefit, that
option-eligible participant [A grop B member who termnated e with thz ei
r the predecessor system. before September 1, 1997,] must elect, in a manner and at a

time determined by the pension board, [befeie the ia.ber's effeetive r date]
whether to receive [have] the participant's [member'e] normal retirement pension or
early retirement pension, as applicable, or to have the option-eligible participant's
normal retirement pension or early retirement pension, as applicable, paid under one of
the options provided by Subsection (b) of this section. The election may be revoked, in a
manner and at a time established by the pension board, not later than the 60th day
before the date the participant commences receipt of a benefit [memter', ,efctive retire
ment-date].

(b) The normal retirement pension or early retirement pension may be one of the fol-
lowing actuarially equivalent amounts:

(1) option 1: a reduced pension payable to the participant [member], then on the par-
ticipant's [members] death one-half of the amount of that reduced pension is payable to
the participant's [member's] designated survivor, for life;
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(2) option 2: a reduced pension payable to the participant [member], then on the par-
ticipant's [member's] death that same reduced pension is payable to the participant's
[mtember's] designated survivor, for life; and

(3) option 3: a reduced pension payable to the participant [member], and if the partic-
ipant [member] dies within 10 years, the pension is paid to the participant's [member's]
designated survivor for the remainder of the 10-year period beginning on the partici-
pant's benefit commencement [membrs 'ffetive, r etirmnt] date.

(c) If an option-eligible participant [a former greip B -member] who has made the elec-
tion provided by Subsection (b) of this section dies after terminating employment with at
least five years of credited service but before attaining the age required to begin receiv-
ing a normal or early retirement pension, the person's designated survivor is eligible for
the J&S Annuity [benefits] provided by the option selected by the option-eligible partici-
pant [former member] at the time of separation from service. The benefits first become
payable to an eligible designated survivor on the date the option-eligible participant [fet-
mer-member Iwould have become eligible to begin receiving a pension. If the designated
survivor elects for earlier payment, in a time and manner determined by the pension
board, the actuarial equivalent of that amount shall be payable at that earlier date.

(d) A survivor benefit under Subsection (c) of this section or a J&S Annuity is not pay-
able if-

(1) except as provided by Subsection (e) of this section, an option-eligible participant [4f
a formr- group B me..mber, tmder Su f (a) ef this etie ] does not elect one of the
J&S Annuity options under Subsection (b) of this section and dies before retirement has
commenced;

(2) an option-eligible participant elects a normal retirement pension or early retirement
pension and dies before retirement has comrhenced; or

(3) an option-eligible participant dies after retirement has commenced and that option-.
eligible participant:

(A) elected a normal retirement pension or early retirement pension;

(B) did not make a valid election under Subsection (b) of this section; or

(C) made an election that is void[, a au iv:r benefit is out payabla].

(e) An option-eligible participant described by Subsection (a-1)(3) of this section who
did not elect one of the J&S Annuity options under Subsection (b) of this section is
considered to have elected a.J&S Annuity option under Subsection (b)(1) of this section
and to have designated the participant's surviving spouse as the optional annuitant if the
participant:

(1) was not in service with the city or the pension system at the time of the participant's
death;

(2) is survived by a surviving spouse; and

(3) dies before the participant's retirement has commenced.

(f) If the option-eligible participant described by Subsection (e) of this section has no
surviving spouse, a survivor benefit or J&S Annuity is not payable. If a J&S Annuity is
paid under Subsection (e) of this section, a survivor benefit is not payable under this
subsection or under Section 14 of this Act.

(g) If Subsection (d) of this section would otherwise apply to prohibit the payment of a
survivor benefit or J&S Annuity, .but there is' one or more dependent children of the
deceased option-eligible participant, the provisions of Section 14 of this Act control the
payment of survivor benefits to the dependent child or children. The pension system may
not pay both a J&S Annuity under this section and a survivor benefit under Section 14 of
this Act with respect to any option-eligible participant. If a J&S Annuity is paid under
Subsection (e) of this section, a survivor benefit is not payable.

(h) If an option-eligible participant has previously elected a J&S Annuity for a previ-
ous period of service, no benefits have been paid under that previous election, and the
option-eligible participant terminates employment on or after January 1, 2012, the previ-
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ous election is void and the option-eligible participant shall make an election under
Subsection (b) of this section to apply to all periods of service.

(i) If a former group B member with service before September 1, 1997, was rehired in a
covered position and converted the group B service covered by a J&S Annuity to group A
service, and that member terminates employment on or after January 1, 2012, and is not
an option-eligible participant at the time of the member's subsequent termination, the
previous election is void and survivor benefits for an eligible survivor, if any, are payable
as provided by Section 14 of this Act, provided benefits were not paid under the previous
election.

(j) If an option-eligible participant who elects a J&S Annuity under this section
designates the participant's spouse as a designated survivor and the marriage is later
dissolved by divorce, annulment, or a declaration that the marriage is void before the
participant's retirement, the designation is void unless the participant reaffirms the
designation after the marriage was dissolved.

(k) A J&S Annuity payable to a designated survivor of a retired option-eligible partici-
pant is effective on the first day of the month following the month of the option-eligible
participant's death and ceases on the last day of the month of the designated survivor's
death or on the last day of the month in which the survivor otherwise ceases to be eligible
to receive a J&S Annuity.

SECTION 3.16. Section 12(a)(5), Chapter 88 (H.B. 1573), Acts of the 77th Legislature,
Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended to read
as follows:

(5) "DROP entry date" means the date a member ceases to earn service credit and
begins earning credit for the member's DROP account, which is the later of the date the
member is eligible to participate in the DROP, the date requested by the member, or
October 1, 1997, as approved by the pension board. The DROP entry date is the first day
of a month and is determined by the normal retirement eligibility requirements of this
Act or of Chapter 358, Acts of the 48th Legislature, Regular Session, 1943 (Article
6243g, Vernon's Texas Civil Statutes), as applicable, in effect on the requested DROP
entry date. A member who enters DROP on or after January 1, 2005, may not have a
DROP entry date that occurs before the date the pension system receives the member's
request to participate in DROP

SECTION 3.17. Section 12, Chapter 88 (H.B. 1573), Acts of the 77th Legislature,
Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by add-
ing Subsections (b-1), (d-1), (o-1), (r), (s), and (t) and amending Subsections (d), (f), (g),
(h), (j), (k), (m), (o), and (p) to read-as follows:

(b-1) Notwithstanding Subsection (b) of this section, for DROP participation beginning
on or after January 1, 2005, a member must meet the normal retirement eligibility
requirements under Section 10(b) or (c) of this Act to be eligible to elect to participate in
DROR This subsection does not apply to a member who:

(1) met the eligibility requirements under Section 10(b) of this Act in effect before Janu-
ary 1, 2005; or

(2) before January 1, 2005, had at least five years of credited service and a combina-
tion of years of age and years of credited service, including parts of years, the sum of
which equaled or was greater than 68.

(d) Credited service and normal retirement benefits cease to accrue on the day preced-
ing the member's DROP entry date. The period of a member's DROP participation, un-
less revoked as provided by Subsection () of this section, begins on the DROP partici-
pant's DROP entry date and ends on the date of the DROP participant's. last day of
active service with the city or the pension system. On the first day of the month follow-
ing the month in which the pension board approves the member's DROP election, the
DROP election becomes effective and the pension board shall establish a DROP account
for the DROP participant. For each month during the period of DROP participation
before a DROP participant's termination of employment, the following amounts shall be
credited to the DROP participant's DROP account, including prorated amounts for
partial months of service:
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(1) an amount equal to what would have been the DROP participant's monthly normal
retirement benefit if the DROP participant had retired on the DROP participant's DROP
entry date, except that the monthly amount shall be computed based on the DROP par-
ticipant's credited service and average monthly salary as of the DROP entry date and
the benefit accrual rates and maximum allowable benefit applicable on the DROP elec-
tion date, with the cost-of-living adjustments payable under Subsection (s) of this section,
if any, that would apply if the DROP participant had retired on the DROP participant's
DROP entry date; and

(2) subject to Subsection (d-1) of this section, [for a groip A m eber, tho member's
eetiuin to the pension Fund required une Seto 8 of this Aet du ng the

mmnber'2 ptieptte in the DROP, and 1
R3)] interest on the DROP participant's DROP account balance computed at a rate

determined by the pension board and compounded at intervals designated by the pen-
sion board, but at least once in each 13-month period.

(d-1) Beginning January 1, 2018, the pension board shall establish the interest rate
applicable under Subsection (d)(2) of this section as of January 1 of each year at a rate:

(1) except as provided by Subdivision (2) of this subsection, equal to half the pension
system's five-year investment return based on a rolling five-fiscal-year basis and net of
investment expenses; and

(2) that may not be less than 2.5 percent or more than 7.5 percent.

(f) The period for credits to a DROP participant's DROP account includes each month
beginning with the DROP participant's DROP entry date through the date the DROP
participant terminates employment with the city or the pension system. Credits may not
be made to a DROP participant's DROP account for a period that occurs after the date
the DROP participant terminates employment, except that interest at a rate determined
by the pension board may be paid on the person's undistributed DROP account balance
after the date the person terminates employment. A DROP participant must pay required
contributions to the pension system for all time in DROP that would otherwise constitute
service in order to receive allowable credits to the DROP participant's DROP account.

(g) A DROP participant who terminates employment is eligible to elect to receive the
DROP participant's DROP benefit in a lump sum, in substantially equal periodic pay-
ments, [or] in a partial lump sum followed by substantially equal periodic payments, or
in partial payments from the participant's DROP account, in a manner and form
determined by the pension board. The pension board may establish procedures concern-
ing partial payments under this subsection, including limitations on the timing and
frequency of those payments. A participant who elects partial payments may elect to
receive the participant's entire remaining DROP account balance in a single lump-sum
payment. The pension board shall determine a reasonable time for lump-sum and
periodic payments of the DROP benefit. [An eleetion e sgle lump sm
partial payffiznts as provided by this subseetion m~ust satisfy- th o . ts of See
tion. 401(a)(9), internal Reveftiu Ged of 1986, as amended.] All distributions and
changes in the form of distribution must be made in a manner and at a time that
complies with that provision of the Internal Revenue Code of 1986, as amended.

(h) If a DROP participant dies before the full distribution of the DROP. participant's
DROP account balance, the undistributed DROP account balance shall be distributed to
the DROP participant's surviving spouse, if any, in a lump-sum payment within a rea-
sonable time after the pension board has determined that the surviving spouse is eligible
for the distribution. If there is no surviving spouse, each beneficiary of the DROP partic-
ipant [partLcipant's bneficiary1, as designated in the manner and on a form established
by the pension board, is eligible to receive the beneficiary's applicable portion of the
deceased DROP participant's undistributed DROP account balance in a lump-sum pay-
ment within a reasonable time after the pension board has determined that the benefi-
ciary is eligible for the distribution. If no beneficiary is designated, the undistributed
DROP account balance shall be distributed to the deceased participant's [Member's]
estate.

(j) An election to participate in the DROP is irrevocable, except that:

827

Ch. 320, § 3.17



Ch. 320, § 3.17 85th LEGISLATURE-REGULAR SESSION

(1) if a DROP participant is approved for a service disability pension, the DROP par-
ticipant's DROP election is automatically revoked; and

(2) if a DROP participant dies, the surviving spouse, if any, or the beneficiary, if any,
may elect to revoke the DROP participant's DROP election, at a time and in a manner
determined by the pension board, only if the revocation occurs before a distribution from
the DROP participant's DROP account or the payment of a survivor benefit under this
Act or Chapter 358, Acts of the 48th Legislature, Regular Session, 1943 (Article 6243g,
Vernon's Texas Civil Statutes)[-ard

[(8) a DROP partieip...t approvedby thz pesonbard of the prdeeesr syste~
befre Setembr 1, 1999, to partieipate in t ROP way mak a e nte, irryeb

eleetien befor termfination, of empkloyet on~ a date~ an.d in a manner~ deerind by-thoe
pesonbard, to revoke the DROP eleetion an.d waiv mt sad all rights asseeiatzzl with

the DROP eleetion].

(k) On revocation of a DROP election under Subsection (j) of this section, the DROP
account balance becomes zero, and a distribution of DROP benefits may not be made to
the participant [member], the participant's [member's] surviving spouse, or the partici-
pant's [member'e] beneficiaries. In the event of revocation, the benefits based on the par-
ticipant's [membefe] service are determined as if the participant's [member's] DROP
election had never occurred.

(m) If an unanticipated actuarial cost occurs in administering the DROP, the pension
board, on the advice of the pension system [ystem's] actuary, may take action necessary
to mitigate the unanticipated cost, including refusal to accept additional elections to par-
ticipate in the DROP [plan]. The pension system shall continue to administer the DROP
[plan] for the DROP participants participating in the DROP [plen] before the date of the
mitigating action.

(o) Except as provided by Subsection (o-1) of this section, on [G4t] termination of
employment, a DROP participant shall receive a normal retirement pension under Sec-
tion 10 of this Act or under Section 11, 22A, or 24 of Chapter 358, Acts of the 48th
Legislature, Regular Session, 1943 (Article 6243g, Vernon's Texas Civil Statutes), as
those sections read on the day preceding the participant's DROP entry date, as ap-
plicable, except that the credited service under that section is the member's credited ser-
vice as of the day before the member's DROP entry date, the benefit accrual rate ap-
plicable to the credited service shall be the benefit accrual rate in effect on the member's
DROP election date, the maximum allowable benefit shall be the maximum allowable
benefit in effect on the member's DROP election date, and the member's average monthly
salary is the average monthly salary determined as of the later [date] of the member's
DROP entry date or January 1, 2005, as applicable [terminatiun uf enp unat]. The
DROP participant's normal retirement pension is increased by any cost-of-living adjust-
ments applied to the monthly credit to the member's DROP account under Subsection
(d)(1) of this section during the member's participation in the DROP. Cost-of-living
adjustments applicable to periods after the date of the DROP participant's termination
of employment are based on the DROP participant's normal retirement pension computed
under this subsection or Subsection (o-1) of this section, as applicable, excluding any
cost-of-living adjustments.

(o-1) On termination of employment, and before any benefit or DROP payment, a
DROP participant who, is an option-eligible participant shall make the required election
under Section 11 of this Act. If the option-eligible participant elects a J&S Annuity, the
DROP account, including all DROP credits, shall be recalculated from the DROP entry
date to termination of employment as provided by Subsection (o) of this section as if the
J&S Annuity was selected to be effective as of the DROP entry date.

(p) If a DROP election is not revoked under Subsection (j) of this section, the survivor
benefit payable to an eligible survivor of a deceased DROP participant under Section 14
of this Act is computed as a percentage of the monthly ordinary disability pension that
the member would have been eligible to receive had the member suffered a disability the
day before the member's DROP entry date, except that the ordinary disability pension is
computed based on the DROP participant's credited service as of the day before the

828



85th LEGISLATURE-REGULAR SESSION

DROP participant's DROP entry date, the benefit accrual rate applicable to the credited
service as of the DROP participant's DROP election date, and the DROP participant's
average monthly salary as of the later [date] of the DROP participant's DROP entry date
or January 1, 2005, as applicable [death]. A surviving spouse, if any, of a DROP partici-
pant who dies from a cause directly resulting from a specific incident in the performance
of the DROP participant's duties for the city or the pension system is ineligible to receive
enhanced survivor benefits under Section 14(c) of this Act unless the DROP election is
revoked under Subsection (j)(2) of this section and the surviving spouse receives a
survivor benefit as otherwise provided by this subsection.

(r) Except as provided by Subsection (s) of this section, the pension system may not
credit a DROP account with a cost-of-living adjustment percentage on or after February
1, 2018.

(s) On or after February 1, 2018, and for future credit only, the pension system shall
credit a cost-of-living adjustment percentage, not compounded, to the DROP account of a
DROP participant who was at least 62 years of age as of January 1 of the year in which
the increase is made.

(t) The pension board may establish deadlines for the submission of any information,
document, or other record pertaining to DROP

SECTION 3.18. Sections 13(a), (b), and (c), Chapter 88 (H.B. 1573), Acts of the 77th
Legislature, Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), are
amended to read as follows:

(a) A member who has completed five or more years of credited service and who
becomes disabled is eligible, regardless of age, for an ordinary disability retirement and
shall receive a monthly disability pension computed in accordance with Section 10(d) of
this Act [for group A m ber 1nd S.tizn 10(e) fer greup B members].

(b) A member who is disabled by reason of a personal injury sustained or a hazard
undergone as a result of, and while in the performance of, the member's employment
duties at some definite place and at some definite time on or after the date of becoming a
member, without serious and wilful misconduct on the member's part, is eligible for a
service disability retirement and shall receive a monthly disability pension equal to the
greater of:

(1) the monthly normal retirement pension computed under Section 10(d) of this Act
[fora ropA mnember or Setizx 10(e) fer a group.j B mem..ber ; or

(2) 20 percent of the member's monthly salary on the date the injury occurred or the
hazard was undergone.

(c) In addition to the monthly disability pension under Subsection (b)(2) of this sec-
tion, a group A member shall receive one percent of the salary under Subsection (b)(2) of
this section for each year of credited service. The total disability pension computed
under Subsection (b)(2) of this section may not exceed the greater of:

(1) 40 percent of that monthly salary; or

(2) the monthly normal retirement pension computed in accordance with Section 10(d)
of this Act [for a grup A memberorSeetiot 10(e) fogruB bzr 1.

SECTION 3.19. Section 14, Chapter 88 (H.B. 1573), Acts of the 77th Legislature,
Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by
amending Subsections (a), (b), (c), (d), (e), and (h) and adding Subsection (b-i) to read as
follows:

(a) Except as provided by Section 11 or [Seetion), 12 of this Act, the pension board
shall order survivor benefits to be paid to an eligible survivor in the form of a monthly
allowance under this section if:

(1) a member or former member of group A or group B dies from any cause after the
completion of five years of credited service with the city or the pension system;

(2) while in the service of the city or the pension system, a member dies from any
cause directly resulting from a specific incident in the performance of the member's
duty; [ei]
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(3) a member of group A or group B dies after the date the member retires on a pen-
sion because of length of service or a disability and the member leaves an eligible
survivor; or

(4) a member of group D dies from any cause after the completion of five years of
credited service with the city or the pension system if the member on the date of the
member's death was still in service with the city or the pension system.

(b) A surviving spouse of a member described by Subsection (a)(1) or (4) of this section
[or former member] who dies while still in [dies after having eempleted five years of
eredited] service with the city or the pension system[, but before begi ng to reeeivo
retirement benefits,] is eligible for a sum equal to the following applicable percentage
[100-pereeIt] of the retirement benefits to which the deceased member or former member
would have been eligible had the member been totally disabled with an ordinary disabil-
ity at the time of the member's last day of credited service:

(1) 80 percent, if the member's death occurs on or after the year 2017 effective date and
the spouse was married to the member for at least one continuous year as of the member's
date of death, except that the allowance payable to e surviving spouse may not be less
than $100 a month- or

(2) 50 percent, if the member's death occurs on or after the year 2017 effective date and
the spouse was married to the member for less than one continuous year as of the date of
the member's death.

(b-1) A surviving spouse of a former member described by Subsection (a)(1) of this sec-
tion who dies on or after the year 2017 effective date while not in the service of the city or
the pension system and before the member's retirement commenced, is eligible for a sum
equal to 50 percent of the deceased former member's normal accrued pension at the time
of the deceased former member's last day of credited service. Benefits under this subsec-
tion first become payable on the date the former member would have become eligible to
begin receiving a pension. If the surviving spouse elects for earlier payment, in a time and
manner determined by the pension board, the actuarial equivalent of that amount shall
be payable at that earlier date.

(c) A surviving spouse of a member described by Subsection (a)(2) of this section who
dies from a cause directly resulting from a specific incident in the performance of the
member's duty with the city or the pension system, without serious or wilful misconduct
on the member's part, is eligible for a sum equal to 80 [-1] percent of the deceased
member's final average salary.

(d) A surviving spouse of a retiree described by Subsection (a)(3) of this section who
dies after having received retirement benefits is eligible for a sum equal to the following
applicable percentage [19-pereefIt] of the retirement benefits being received at the time
of the retiree's death, including any applicable[--The] cost-of-living adjustment in the
survivor benefit under Section 10(h) of this Act [is] computed based on the unadjusted
normal retirement pension of the deceased retiree:

(1) 80 percent, if the retiree's death occurs on or after the year 2017 effective date and
the retiree separated from service with the city or pension system before the year 2017 ef-
fective date;

(2) 80 percent, if the retiree's death occurs on or after the year 2017 effective date and
the retiree separated from service with the city or pension system on or after the year 2017
effective date, provided the surviving spouse was married to the retiree at the time of the
retiree's death and for at least one continuous year as of the date of the retiree's separa-
tion from service; or

(3) 50 percent, if both the retiree's separation from service and death occur on or after
the year 2017 effective date and the surviving spouse was married to the retiree at the
time of the retiree's death for less than one continuous year as of the date of the retiree's
separation from service.

(e) If there is a surviving spouse, each dependent child shall receive a survivor benefit
equal to 10 percent of the pension the member would have received if the member had
been disabled at the time of death up to a maximum of 20 percent for all dependent chil-
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dren, except that if the total amount payable to the surviving spouse and dependent
children is greater than 80 [400] percent of the benefit the member would have received,
the percentage of benefits payable to the surviving spouse shall be reduced so that the
total amount is not greater than 80 [1001 percent of the benefit the member would have
received, and the reduction shall continue until the total amount payable to the surviv-
ing spouse and dependent child, if any, would not be greater than 80 [100] percent of the
benefit the member would have received.

(h) If a retiree dies and there is no eligible survivor, the retiree's spouse, if any, or if
there is no spouse, the retiree's estate, is eligible to receive a lump-sum payment of the
unamortized balance of the retiree's accrued employee contributions, if any, other than
contributions after the DROP entry date, as determined by an amortization schedule
and method approved by the pension board. A pension payable to a retiree ceases on the
last day of the month [preceding the menth] of the retiree's death. A survivor benefit
payable to an eligible survivor is effective on the first day of the month following the
month of the retiree's death and ceases on the last day of [mnefth preceding] the month
of the eligible survivor's death or on the last day of the month in which the survivor
otherwise ceases to be eligible to receive a survivor's benefit.

SECTION 3.20. Sections 16(a) and (e), Chapter 88 (H.B. 1573), Acts of the 77th
Legislature, Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), are
amended to read as follows:

(a) Notwithstanding any other provision of this Act, the pension board may pay to a
member, deferred participant, eligible survivor, alternate payee, or beneficiary in a
lump-sum payment the present value of any benefit payable to such a person that is less
than $20,000 [$10,000] instead of paying any other benefit payable under this Act. If the
lump-sum present value of the benefit is at least $1,000 [$6-000] but less than $20,000
[$40090], 'the pension board may make a lump-sum payment only on written request by
the member, deferred participant, eligible survivor, alternate payee, or other beneficiary.
The pension board shall make any payment under this subsection as soon as practicable
after eligibility under this section has been determined by the pension board.

(e) A member who is reemployed by the city or the pension system and who has at
least two years of continuous credited service after reemployment may reinstate service
for which the member received a lump-sum payment under this section by paying into
the pension fund the amount of the lump-sum payment, plus interest on that amount at
the applicable assumed rate of return [sx percent per ye ], not compounded, from the
date the lump-sum payment was made to the member until the date of repayment to the
pension fund.

SECTION 3.21. Section 17, Chapter 88 (H.B. 1573), Acts of the 77th Legislature,
Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended by
amending Subsections (a), (c), (d), (e), (f), (g), (h), (i), (j), (k), and (1) and adding Subsec-
tions (c-1), (c-2), (q), (r), and (s) to read as follows:

(a) A member who terminates employment with the city involuntarily due to a reduc-
tion in workforce, as determined by the pension board, before the member becomes
eligible for a normal retirement pension or attains five years of credited service, is
eligible to [by written notiee to the penioni board, may maske atn irreveeable eleetion to]
leave the person's contributions in the pension fund until the first anniversary of the
date of termination. If during that period the person is reemployed by the city and has
not withdrawn the person's contributions, all rights and service credit as a member shall
be immediately restored without penalty. If reemployment with the city does not occur
before the first anniversary of the date of termination, all payments made by the person
into the pension fund by salary deductions or other authorized contributions shall be
refunded to the person without interest. If the person is subsequently reemployed, the
person may have credit restored, subject to the provisions applicable at the time of
reemployment.

(c) A former member of group A or group B whose employment is terminated for a rea-
son other than death or receipt of a retirement or disability pension after the completion
of five years of credited service may elect, in a manner determined by the pension board,
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to receive a deferred retirement pension that begins on the member's effective retire-
ment date after the member attains the eligibility requirements for normal retirement
under Section 10 of this Act as it existed on the member's last day of credited service [ei-
ther 62 yearso ftg or a eembiration of years of age and years of eredited sezvic
including pats of years, the sum of which eqmals the nacur 70]. The amount of monthly
benefit shall be computed in the same manner as for 'a normal retirement pension, but
based on average monthly salary and credited service as of the member's last day of
credited service and subject to the provisions of this Act or Chapter 358, Acts of 48th
Legislature, Regular Session, 1943 (Article 6243g, Vernon's Texas Civil Statutes), in ef-
fect on the former member's last day of credited service.

(c-1) A former member of group D whose employment is terminated for a reason other
than death or receipt of a retirement or disability pension after the completion of five
years of credited service may elect, in a manner determined by the pension board, to
receive a deferred-normal retirement pension that begins on the former member's effective
retirement date after the member attains 62 years of age. The amount of a monthly bene-
fit under this subsection shall be computed in the same manner as a normal retirement
pension, except the benefit shall be based on the average monthly salary and credited ser-
vice of the former member as of the former member's last day of credited service and
subject to the provisions of this Act in effect on the former member's last day of credited
service.

(6-2) A former member of group D whose employment is terminated for a reason other
than death or receipt of a retirement or disability pension and who has met the minimum
years of credited service to receive an early reduced retirement pension under Section
10(e) of this Act on attaining the required age, may elect, in a manner determined by the
pension board, to receive a deferred early retirement pension that begins on the former
member's effective retirement date after the member attains the required age under Sec-
tion 10(e) of this Act. The amount of monthly benefit shall be computed in the same man-
ner as for an early retirement pension under Section 10(e) of this Act, except that the ben-
efit shall be based on the average monthly salary and credited service of the former
member as of the former member's last day of credited service and subject to the provi-
sions of this Act in effect on the former member's last day of credited service.

(d) If a member dies while still employed by the city, whether eligible for a pension or
not, and Sections 12 and 14 of this Act do not apply, all of the member's rights in the
pension fund shall be satisfied by the refund to the member's spouse [designated benefi
eiary], if any, or if there is no spouse [daiinated bnefieia , to the member's estate, of
all eligible payments, if any, made by the member into the pension fund, without interest.

(e) [The vn f tion 14 ofthis Aet e . _' ' Fayrctoligible srvivors
apply in the eme f an forme m em~ber who het made the eleto perratte4 by Sa.bsee
tiar (e) of this seetkin an~d who dies be.fore reaehin the ag atwhe the former m em be.
would be eligible tu rec1vc arpeneel.] If there is no eligible survivor of the former
member, all of the former member's rights in the pension fund shall be satisfied by the
refund to the former member's spouse [designated beneflei y], if any, or if. there is no
spouse [desi]nated betiefiei 1, to the former member's estate, of all eligible payments
made by the former member into the pension fund by way of employee contributions,
without interest.

(f) This Act does not change the status of any former member of the predecessor
system whose services with the city or the pension system were terminated under
Chapter 358, Acts of the 48th Legislature, Regular Session, 1943 (Article 6243g, Vernon's
Texas Civil Statutes), except as otherwise expressly provided. Refunds of contributions
made under this section shall be paid to the departing member, the member's spouse
[benefeiary], or the member's estate on written request and approval by the pension
board in a lump sum, except that if the pension board determines that funds are insuf-
ficient to justify the lump-sum payment, the payment shall be refunded on a monthly
basis in amounts determined by the pension board.

(g) If a deferred participant is reemployed by the city or the pension system before
receiving a deferred retirement pension or if a retiree is reemployed by the city or the
pension system, Subsections (h) and (j) of this section apply to the computation of the
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member's pension following the member's subsequent separation from service if the
member was a member on or after May 11, 2001, and is not otherwise subject to Subsec-
tion (q) of this section.

(h) If a member described in Subsection (g) of this section accrues not more than two
years of continuous credited service after reemployment:

(1) the portion of the member's deferred or normal retirement pension attributable to
the member's period of credited service accrued before the date of the member's original
or previous separation from service is computed on the basis of the applicable provisions
of this Act or the predecessor system that were in effect on the member's last day of
credited service for the original or previous period of credited service;

(2) the portion of the member's deferred or normal retirement pension attributable to
the member's period of credited service accrued after the date of the member's reemploy-
ment by the city or the pension system is computed on the basis of the applicable provi-
sions of this Act or the predecessor system in effect on the member's last day of credited
service for the subsequent period of credited service; and

(3) the disability pension or survivor benefit attributable to the member's period of
credited service accrued both before the date of the member's original or previous separa-
tion from service and after the date of the member's reemployment by the city or the
pension system is computed on the basis of the applicable provisions of this Act or the
predecessor system that were in effect on the member's last day of credited service for
the original or previous period of credited service.

(i) Subject to Subsection (1) of this section, the disability pension or survivor benefit
under Subsection (h)(3) of this section is computed by adding the following amounts:

(1) the amount of the benefit derived from the member's credited service accrued after
the date of reemployment based on the benefit accrual rate in effect on the member's
last day of original or previous credited service in the group in which the member
participated on the.member's last day of subsequent credited service; and

(2) the amount of the benefit the member, beneficiary, or eligible survivor was eligible
to receive based on the member's original or previous credited service and the provisions
in effect on the member's last day of original or previous credited service.

(j) If a [the] member described by Subsection (g) of this-section accrues more than two
years of continuous credited service after reemployment, for purposes of future payment
only, a deferred retirement pension, normal retirement pension, disability pension, or
survivor benefit is computed on the basis of the applicable provisions of this Act or the
predecessor system in effect on the member's last day of credited service for the
subsequent service.

(k) Notwithstanding any other provision of this Act, if a retiree is reemployed by the
city or the pension system and becomes a member, the retiree's pension under this Act
ceases on the day before the date the retiree is reemployed. Payment of the pension shall
be suspended during the period of reemployment and may not begin until the month fol-
lowing the month in which the reemployed retiree subsequently terminates employment.
On subsequent separation, benefits payable are computed under Subsections (h) and (j)
of this section, as applicable. If the reemployed retiree receives any pension during the
period of reemployment, the retiree shall return all of the pension received during that
period to the pension system not later than the 30th day after the date of receipt. If the
reemployed retiree does not timely return all of the pension, the pension board shall
offset the amount not returned against the payment of any future retirement pension,
disability pension, DROP balance, or survivor benefit payable on behalf of the reemployed
retiree, plus interest on the disallowed pension at the applicable assumed rate of return,
not compounded, from the date the reemployed retiree received the disallowed pension to
the date of the offset on the disallowed pension.

(1) Except as provided by Section 14 of this Act, if [If] a member is covered by Subsec-
tion (h) of this section and has made an election or was eligible to make an election
under Section 11 of this Act or an optional annuity election under Section 29, Chapter
358, Acts of the 48th Legislature, Regular Session, 1943 (Article 6243g, Vernon's Texas
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Civil Statutes), or has received a pension computed on the basis of an optional annuity
election, the optional annuity election, including any designation of an eligible designated
survivor, governs the payment of any pension or benefit for the period of service covered
by the optional annuity election, and no other survivor benefit is payable for that period
of service. If a member meets the requirements of Subsection (j) of this section and has
made an optional annuity election or has received a pension computed on the basis of an
optional annuity election, the optional annuity election, including any designation of an
eligible designated survivor, shall control the payment of any pension or benefit, and no
other survivor benefit is payable unless the member elects, not later than the 90th day
after the date of the separation of employment and before payment of a pension, to
revoke the optional annuity election for future payment of benefits. If revocation occurs,
any survivor benefit is paid under Subsection (j) of this section.

(q) Subsections (g) through (1) of this section do not apply to the calculation of any ben-
efit for or attributable to the period of service following:

(1) the employment or reemployment of a member hired or rehired on or after January
1, 2005; or

(2) the reemployment of a deferred retiree or retiree who is reemployed in a pension
system covered position before January 1, 2005, but for a period of two years or less of
continuous credited service.

(r) If a deferred retiree or retiree subject to Subsection (q)(2) of this section is reemployed
in a pension system covered position, the retiree's pension due on the retiree's subsequent
retirement shall be computed as follows:

(1) the portion of the retiree's pension attributable to the retiree's periods of credited
service that accrued before the retiree's reemployment shall be calculated on the basis of
the schedule of benefits for retiring members that was in effect at the time of the member's
previous termination or terminations of employment; and

(2) the portion of the member's pension attributable to the member's period of credited
service that accrued after the member's reemployment shall be calculated on the basis of
the schedule of benefits for retiring members that is in effect at the time of the member's
subsequent retirement.

(s) The computation under Subsection (r) of this section may not result in a lower pen-
sion benefit amount for the previous service of the retiree than the pension benefit amount
the retiree was eligible to receive for the retiree's previous service before the date of
reemployment.

SECTION 3.22. Section 18(d), Chapter 88 (H.B. 1573), Acts of the 77th Legislature,
Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is amended to read
as follows:

(d) The military service credited under Subsection (c) of this section:

(1) may not exceed a total of 60 months; and .

(2) may be claimed as service solely in the group in which the member participates [A
enly if the mem:b: r is a g upA member. t . gr : mebe ] at the time the member
claims the service[--ed

[(8) may be eliimd as se ; B endy ifthe member is a group B member at
the time the member elaims tho serviee].

SECTION 3.23. Sections 24(h) and (i), Chapter 88 (H.B. 1573), Acts of the 77th
Legislature, Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), are
amended to read as follows:

(h) Contributions may not accumulate under the excess benefit plan to pay future
retirement benefits. The executive director shall reduce each payment of employer
contributions that would otherwise be made to the pension fund under Section 8A [81 of
this Act by the amount determined to be necessary to meet the requirements for retire-
ment benefits under the plan, including reasonable administrative expenses, until the
next payment of municipal contributions is expected to be made to the pension fund. The
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employer shall pay to the plan, from the withheld contributions, not earlier than the
30th day before the date each distribution of monthly retirement benefits is required to
be made from the plan, the amount necessary to satisfy the obligation to pay monthly
retirement benefits from the plan. The executive director shall satisfy the obligation of
the plan to pay retirement benefits from the employer contributions transferred for that
month.

(i) Employer contributions otherwise required to be made to the pension fund under
Section 8A [8] of this Act and to any other qualified plan shall be divided into those
contributions required to pay retirement benefits under this section and those contribu-
tions paid into and accumulated to pay the maximum benefits required under the quali-
fied plan. Employer contributions made to provide retirement benefits under this section
may not be commingled with the money of the pension fund or any other qualified plan.

SECTION 3.24. Section 8(d), Chapter 88 (H.B. 1573), Acts of the 77th Legislature,
Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), is repealed.

SECTION 3.25. (a) The change in law made by this Act to Section 2, Chapter 88
(H.B. 1573), Acts of the 77th Legislature, Regular Session, 2001 (Article 6243h, Vernon's
Texas Civil Statutes), applies only to the appointment or election of a trustee of the
board of trustees of the pension system established under that law that occurs on or af-
ter the effective date of this Act.

(b) A person who is serving as a trustee immediately before the effective date of this
Act may continue to serve for the remainder of the trustee's term, and that trustee's
qualifications for serving as a trustee for that term are governed by the law in effect im-
mediately before the effective date of this Act.

SECTION 3.26. The pension system established under Chapter 88 (H.B. 1573), Acts
of the 77th Legislature, Regular Session, 2001 (Article 6243h, Vernon's Texas Civil
Statutes), shall require the pension system actuary to prepare the first actuarial experi-
ence study required under Section 8D, Chapter 88 (H.B. 1573), Acts of the 77th
Legislature, Regular Session, 2001 (Article 6243h, Vernon's Texas Civil Statutes), as
added by this Act, not later than September 30, 2021.

ARTICLE 4. PROVISIONS APPLICABLE TO EACH PUBLIC RETIREMENT
SYSTEM SUBJECT TO ACT

SECTION 4.01. Chapter 107, Local Government Code, is amended by adding Section
107.0036 to read as follows:

Sec. 107.0036. VOTER APPROVAL REQUIRED FOR CERTAIN PENSION FUND
OBLIGATIONS. (a) This section applies only to a public pension fund subject to:

(1) Article 6243e.2(1), Revised Statutes;

(2) Chapter 88 (H.B. 1573), Acts of the 77th Legislature, Regular Session, 2001
(Article 6243h, Vernon's Texas Civil Statutes); and

(3) Article 6243g-4, Revised Statutes.

(b) A municipality may issue an obligation under Section 107.003 to fund all or any
part of the unfunded liability of a public pension fund subject to this section only if the
issuance is approved by a majority of the qualified voters of the municipality voting at an
election held for that purpose.

SECTION 4.02. Section 107.0036, Local Government Code, as added by this Act, ap-
plies only to obligations for which the governing body of a municipality executes an
agreement under Section 107.003(b), Local Government Code, on or after the effective
date of this Act.

ARTICLE 5. CONFLICTING LEGISLATION; EFFECTIVE DATE
SECTION 5.01. If this Act conflicts with any other Act of the 85th Legislature, Regu-

lar Session, 2017, this Act controls unless the conflict is expressly resolved by the
legislature by reference to this Act.

SECTION 5.02. This Act takes effect July 1, 2017, if it receives a vote of two-thirds
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of all the members elected to each house, as provided by Section 39, Article III, Texas
Constitution. If this Act does not receive the vote necessary for effect on that date, this
Act takes effect September 1, 2017.

Passed the Senate on May 1, 2017: Yeas 25, Nays 5, one present not voting; May 10,
2017, Senate refused to concur in House amendments and requested appointment
of Conference Committee; May 16, 2017, House granted request of the Senate;
May 23, 2017, Senate adopted Conference Committee Report by the following
vote: Yeas 25, Nays 5, one present not voting; passed the House, with amend-
ments, on May 9, 2017: Yeas 115, Nays 29, three present not voting; May 16,
2017, House granted request of the Senate for appointment of Conference Com-
mittee; May 24, 2017, House adopted Conference Committee Report by the follow-
ing vote: Yeas 103, Nays 43, three present not voting.

Approved May 31, 2017.
Effective July 1, 2017.

USE OF MUNICIPAL HOTEL OCCUPANCY TAX REVENUE BY
CERTAIN MUNICIPALITIES

CHAPTER 321

H.B. No. 1494
AN ACT

relating to the use of municipal hotel occupancy tax revenue by certain
municipalities.

Be it enacted by the Legislature of the State of Texas:

SECTION 1. Subchapter B, Chapter 351, Tax Code, is amended by adding Section
351.1075 to read as follows:

Sec. 351.1075. ALLOCATION OF REVENUE FOR THE ARTS BY CERTAIN
MUNICIPALITIES. (a) This section applies only to a municipality:

(1) a portion of which is designated as a cultural arts district; and

(2) that is the county seat of a county:
(A) described by Section 352.002(a)(6);
(B) with a population of less than 50,000; and
(C) that includes a state park and a national wildlife refuge.

(b) Notwithstanding any other provision of this chapter and subject to Subsection
(c)(1), a municipality to which this section applies may use not more than 30 percent of
the revenue derived from the municipal hotel occupancy tax for the purposes provided by
Section 351.101(a)(4).

(c) A municipality to which this section applies that spends more than 15 percent of the
hotel occupancy tax revenue collected by the municipality in a fiscal year for the purposes
provided by Section 351.101(a)(4):

(1) may not in that fiscal year reduce the percentage of hotel occupancy tax revenue
that the municipality spends for the purposes described by Section 351.101(a)(3) to a
percentage that is less than the average percentage of hotel occupancy tax revenue spent
by the municipality for those purposes during the 36-month period preceding that fis-
cal year; and

(2) shall determine for that fiscal year:
. (A) the increase in the amount of hotel revenue that is attributable to that expendi-
ture; and

(B) the total amount of hotel occupancy tax revenue spent by the municipality for
the purposes provided by Section 351.101(a)(4).
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